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NATIONAL MONETARY COMMISSION, 


Wasuineron, D.C., 
Wednesday, December 2, 1908—10 o’clock a, m. 


The commission met, pursuant to adjournment, at the rooms of the 
Finance Committee, United States Senate, Washington, D. C. 

Present, Senators Aldrich (chairman), Burrows, Hale, Knox, 
Daniel, Teller, and Money; Representatives Vreeland (vice-chair- 
man), Ovebstrect, Burton, Weeks, Bonynge, Smith, Padgett, Bur- 
gess, and Pujo. 

Present, also, Hon. George B. Cortelyou, Secretary of the Treas- 
ury; ion! L. ae Coolidge, Assistant Secretary of the Treasury; Mr. 
Lawrence O. Murray, Comptroller of the Currency; Mr. Thomas P. 
Kane, Deputy Comptroller of the Currency; Mr. W. J. Fowler, Dep- 
uty Comptroller of the Currency; and Mr. F. F. Oldham) of’ the 
Comptroller’s office. 

Present, also, at the invitation of the commission, the felling 
officers aud fepresetitatives of the American Bankers’ Association: 

Mr. George M. Reynolds, president of the-American Bankers? nese 
sociation, president of the Continental ‘Bank of Chicago. i 

The legislative committee of the association, consisting at Mr. 
Arthur Reynolds, chairman, Pea pigs Des Moines National Bank, 
Des Moines, Iowa; Mr. E. F. Swinhey, president First National Bank, 
Kansas City, Mo.; Mr. J. A. McCord, vice-president Third National 
Bank, Atlanta, Ga.; Mr. John L. Hamilton, Hoopeston, Il.; and 
Mr. W. V. Cox, president Second National Bank, Washington, D. C. 

Also the following bankers present at the invitation of the com- 
mission : a 

Mr. William H. Porter, president Chemical National Bank, New 
> York City; Mr. Thomas P. Beal, president Second National Bank, 
Boston, Mass.; and Mr. Ernest i Hamill, president. Corn Exchange 
National Bank, Chicago, Ill. 


STATEMENT OF HON. GEORGE B. CORTELYOU, SECRETARY OF 
THE TREASURY. 


Secretary Correryou. Mr. Chairman, what I shall say will be 
very brief. At the meeting of your commission at Narragansett 
Pier, where your chairman asked me to appear, I presented very in- 
formally some suggestions looking to amendments of the national 
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banking act. We have since extended those somewhat, and to-day I 
take the opportunity of transmitting them to you more formally, 
and have asked the Comptroller and some of his staff to be here, so 
that they may take part in such discussion of these suggestions as the 
commission may think desirable. Accompanying the specific sug- 
gestions are explanatory data, which will give some idea of the 
scope and purpose of the suggestions. Those of us who are here 
will be very glad to give you any information that we can, but I 
want to emphasize the fact that quite a number of these sugges- 
tions are of minor importance. At the same time they will tend 
to clear up the difficulties we have. In a few cases they relate to 
matters that are so old that they ought to be taken out of the law; 
they have no application to present conditions. In a number of in- 
stances we regard the suggestions as quite important. But there are 
two points I want to emphasize, and I think that when the Comp- 
troller comes he will go into them in some detail. 

‘Underlying all of these suggestions is the very important fact that 
under the present laws the comptroller can resort to only one or two 
very drastic penalties in the case of failure to comply with the law. 
In the last resort he can appoint a receiver or close an institution. 
In other words, he has but two alternatives—of toleration of existing 
conditions, however bad, or closing the bank. There are a number 
of cases where, if there were certain intermediate penalties, condi- 
tions could be very much improved. It is to that condition that I 
want to ask your particular attention; and the comptroller, as I have 
said, will go into that matter in considerable detail. 

Now, with your permission, Mr. Chairman, I shall ask the deputy 
comptroller, Mr. Kane, to take up the suggestions section by section; 
and. when the Comptroller himself comes he can give his views. 


STATEMENT OF MR. THOMAS P. KANE, DEPUTY COMPTROLLER 
ey OF THE CURRENCY. 


The Cuairman. State your position for the record, Mr. Kane. 

_Mr. Kane. I am Deputy Comptroller of the Currency. 

The first recommendation submitted relates to section 5240—com- 
pensation of national-bank examiners. [Reading:] 


“Section 5240, United States Revised Statutes, compensation of 
national-bank examiners: 

“The method of compensating bank examiners should be changed 
from a fee to a salary or per diem and expense basis. The present 
fee system is not conducive to the best results. A bank examination 
to be effective should be made without notice to the officers of the 
bank; but, with a view to minimizing expenses, an examiner under the 
fee ‘system maps out a regular route of travel, and examines the 
banks along such route in sequential order, so that it is possible for 
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any bank on his list to locate him at any time on the route and to 
anticipate about when he will reach that bank for examination. 
When an examiner enters a town in which there are two or more 
banks, his presence in one of the banks is immediately known in the 
others, and it is also known that they will be examined in order. 
This knowledge enables a bank to prepare for the examiner’s coming, 
and destroys in a measure the efficacy of examinations without 
warning. 

“Tf the law were changed to a salary or per diem and expense 


basis, an examiner could vary the order of his examinations so that 


it would be impossible for a bank to know when to expect a visit 
from him. 

“The present system to a great extent is also conducive to super- 
ficiality in examinations, the earnings of the examiner being depend- 
ent upon the number of examinations made. The tendency of this is 
to increase the number of examinations at the expense of thorough- 


ness. This temptation would be minimized under a salary or per. 


diem basis, and an examiner could be depended upon to devote as 
much time to each bank as is necessary to make a thorough examina- 
tion. A change from the fee to a salary or per diem system of com- 
pensation would also contribute greatly to the effectiveness of exami- 
nations in other respects. 

“A sum sufficient to cover the salaries or per diem and expenses of 
examiners should be appropriated by Congress, and the banks be 
required to reimburse the Treasury in the same manner as they are 
required by the act of June 20, 1874, to reimburse the Government 
the cost of assorting and redeeming their.circulating notes, Each 
bank should be assessed annually or semiannually by the Comptroller 
for its proportionate share of the cost of examinations during the 
preceding: six or twelve months. The assessment should be based 
upon capital and a percentage of the gross assets of each bank, and 
not upon capital stock alone, as now. 

“There is a great inequality of assessments based wholly upon 
capital stock under the present fee system of compensation. To illus- 
trate: A bank with a capital stock of $25,000 and $200,000 of assets 
is required to pay as great a fee as a bank with a capital of $50,000 
and $1,000,000 of assets. This inequality is a frequent source of pro- 
test by the smaller banks and of complaint by the examiners. 

“Tn reserve cities, under the present fee system, the fee is based upon 
the capital of a bank, with an additional allowance of 1 or 2 cents 
upon each thousand dollars of the average gross assets, as shown by 
the reports of condition of the bank for the preceding year. In 
some nonreserve cities there are banks with gross assets equal to if 
not greater than the gross assets of some of the banks in reserve 
cities; but the fee in the former case is based on capital and assets, 
while in the latter it is based wholly on capital. 

“ /xaminers should be classified or graded, and their compensation 
should vary according to the importance of their assignments. 

“The salaries or per diem of examiners might be graded on the 
lines of their present net compensation. The difference between their 
net and gross fees would cover expenses. _ 

“ While such an arrangement would not increase the compensation 
of the examiners over their present allowance, a change from the fee 
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to a salary system would probably make examinations more expen- 
sive to the banks, for the reason that the force of examiners would 
have to be increased ; because where an examiner now devotes one day 
to a hurried examination of a bank, in many cases he would be ex- 
pected to employ more time in the interest of greater thoroughness. 

“Provision might also be made for assistant examiners at a lower 
rate of compensation. This-would not only furnish necessary assist- 
ance in many cases, but would also afford an excellent school of train- 
ing for young men to acquire experience in the examination of banks, 
and qualify themselves for the position of bank examiner. Some 
very excellent examiners have acquired their knowledge and experi- 
ence in this manner. It would not, however, be necessary for every 
examiner to have an assistant. 

“Examiners should also be required to give a bond. Examiners 
are placed in charge of the cash and other assets of failed banks, and 
frequently remain in control for several days pending the appoint- 
ment and qualification of the permanent receiver. While instances 
of dishonesty on the part of examiners have been very rare in the 
past, there have been examiners who have been charged with em- 
bezzlement of the bank’s cash while in their custody for counting.” 

Senator Monrny. Mr. Chairman, will it be best to ask questions as 
this reading goes on, or shall we wait until Mr. Kane gets through? 

The Cuairman. Perhaps we had better wait until he gets through 
on this one subject before we ask any questions. 

Mr. Kane. This is the end of that subject. 

The Cratrman. Have you a statement showing the earnings of 
the various examiners ? 

Mr. Kane. Yes, sir. 

The Crarrman. And showing the range of compensation ? 

Mr. Kane. Do you mean showing the extent of their territory ? 

The Cuarrman. No; the range of receipts, the range of compensa- 
tion—just what net compensation they now receive. 

Mr. Kans. Yes, sir. I have a summary of about what they re- 
ceive. There are five examiners who receive less than $2,000. 

The Cuatrman. Where are they located ? 

Mr. Kane. This statement does not show. I should have to look 
over the list to tell you. They are scattered over the country. 

Senator Harn. How many have you in all? Can you tell before 
you start? 

Mr. Kane. We have about 95 examiners actively employed, and 
about 105, I think, in all. Fourteen receive over $2,000 but less than 
$3,000; 18 over 3,000 and less than $4,000; 30 over $4,000 and less 
than $5,000; 18 over $5,000 and less than $6,000; 6 over $6,000 and 
less than $7,000; 2 over $7,000 and less than $8,000; 2 over $8,000 
and less than $9,000. There are 3 who receive between $18,000 and 
$19,000. ) 

The Cuairman,. Each? 

Mr. Kane. Yes, sir. 
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~ The Cuarrman. Is that net? 
- Mr. Kann. No, it is gross. These are gross fees. 

Senator Terter. Where were they located ? 

Mr. Kane. The three last-mentioned examiners are located in New 
York City and Chicago. The Chicago examiner covers St. Paul and 
Minneapolis and Milwaukee. 

Mr. Bonyner. What expenses do they have to pay out of the gross 
income ? 

Mr. Kane. All of their expenses—clerk hire, traveling expenses, 
etc. 

Mr. Bonyner. They have to pay their own traveling expenses, do 
they ? 

Mr. Kane. Traveling expenses, subsistence, clerk hire, and every- 
thing else. 

Mr. Wrexs. They maintain an office, do they not? 

Mr. Kane. Some of them. In New York they employ five or six 
assistants, some of whom are high-priced men. I do not think the 
net compensation to the New York examiners exceed each $10,000. - 

The Cuarrman. I think it desirable to have the net figures in your 
statement. ; 

Senator Monry. I should like to ask a question, Mr. Chairman. 
I would like to ask the comptroller how he grades these compen- 
sations ? 

Mr. Kane. The Jaw provides for that. In certain cases the fee is 
based entirely on capital, and in other cases, in reserve cities and in 
certain States and Territories, it is fixed by the Secretary of the 
Treasury upon the recommendation of the Comptroller of the Cur- 
rency. The law so provides. 

Senator Money. That is what I wanted to know. How do you do 
it? What is the basis? 

Mr. Kane. We take the five reports of condition of a bank for the 
preceding year and get its average gross assets, then we allow a per- 
eentage, 1 or 2 cents on each thousand dollars of gross assets, in addi- 
tion to the assessment on the capital. I havea statement here showing 
just how they are fixed: 

“Examiners of all banks in the central reserve cities and reserve 
cities are compensated as follows: 

“An annual assessment of 2 cents on each $1,000 of average gross 
liabilities, as shown by the five reports of condition of the preceding 
year; also for each examination, an additional fee proportioned to 
the capital at the time of examination as follows: 
_ “Capital of $100,000 and not exceeding $300,000, $50. 

“Capital exceeding $300,000 and not exceeding $500,000, $60. 
“Capital exceeding $500,000 and not exceeding $750,000, $80. 

“Capital exceeding $750,000 and under $1,000,000, $100. 
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“Capital of $1,000,000, $120 each examination, and $1 additional 
for every $100,000 of capital in excess of $1,000,000. 

“ Examiners appointed to examine banks located in the States of 
Nevada, Montana, Idaho, and the Territories of New Mexico and 
Arizona are compensated at the rate of $50 for banks of less than 
$100,000 capital, and $75 for banks of $100,000 capital and less 
than $200,000, and $100 for banks of $200,000 capital, except that 
when the aggregate liabilities at the time of examination are 
$1,000,000 or over, then at the rate of 1 cent for $20,000 of such assets, 
in addition to the assessment proportioned to capital.” 

Senator Monry. Does the Secretary or the comptroller assign a 
certain field to each one of these bank examiners ? 

Mr. Kane. The comptroller. 

Senator Monry. And then do they keep him there from year to 
year or do they change the field ? 

Mr. Kane. They change the field occasionally, but the most of 
them are retained in the same districts. The comptroller assigns to 
each examiner about as many banks as he thinks he can examine. 

Senator Hatz. How many of these examiners should you say give 
their entire time to this duty in the smaller banks in the country 
districts and States? Do your examiners give their entire time? 

Mr. Kaner. No, sir; some districts would not require their entire 
time. We frequently detail one examiner into another district to 
take up work that has gotten in arrears by reason of the examiner 
being sick or by reason of his detail to the Department of Justice in 
connection with criminal cases, or some special work of that kind. 

Senator Hats. My question does not go to that. My question goes 
to the point whether, in these sparsely settled districts, your examiner 
is engaged in any other vocation besides his duty as examiner? 

Mr. Kann. I do not know of any examiners who are. 

Senator Hatz. Then they give their entire time to it if needed? 

Mr. Kane. If needed; yes, sir. 

Senator Hare. Do you know anything about the practice, habit, 
or usage in country districts of examiners adding to their compensa- 
tion (not government compensation, but adding to their return and 
income) by acting as experts and accountants, and giving consider- 
able time to outside duties which add to their income aside from that 
received from the Government ? 

Mr. Kane. Yes, sir. 

Senator Hatz. Has your attention been called to that? 

Mr. Kane. There are some who do extra work of this kind; but we 
never permit that to be done if it interferes with their regular work. 
Boards of directors will request the examiner to make an examination 
of the bank for them. We permit that to be done, and the bank pays 
them, of course, extra for that service, through the comptroller’s 
office. 


ara 
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Senator Hatz. They may go into an outside bank, a state bank 
or a private institution, and examine it ? 

Mr. Kann. Yes, sir; but they are mostly national banks that are 
examined in that way. 

Senator Hatz. Does your new scheme (in order that we may get it 
in detail) propose to cut that off, and to have a force of employees at 
some fixed, stipulated Somitedkion; who shall give their entire time 
to this service and nothing else? 

Mr. Kane. Yes, sir. That would be necessary if the force were 
placed on a salary basis. 

Senator Hare. Would that not be a good thing in the service? 

Mr. Kane. I think so. 

Senator Hate. If they did not piece out their income by other work 
outside ? 

Mr. Kane. Yes, sir. 

Senator Hare. I ask these questions because I had my attention 
called to that matter in my own State. 

Mr. Pancerr. I should like to ask Mr. Kane a question, Mr. Chair- 
man. I understood you a moment ago to say that the directors of a 
bank frequently requested that the bank examiner should make an 
examination for them? 

Mr. Kane. Yes, sir. 

_ Mr. Pancerr. Do you mean of the same bank of which the ex- 
aminer had previously made an examination for the Government? 

Mr. Kane. Yes; it is generally in his own district. 

Mr. Pancerr. So that in such cases the directors recognized that 
the first examination was incomplete and was not satisfactory ? 

Mr. Kane. Not at all; not at all. 

Mr. Pancerr. Why did they want to pay for a fuller one, then? 

Mr. Kane. The examination that they make for them is more in 
the nature of an audit of the bank, such as a public accountant would 
make. 

Senator Money. Mr. Kane, if you submitted a list of salaries here, 
would you have as wide a range as you have paid in the past—from 
$18,000 and $19,000 down to $1,800? 

Mr. Kane. I think it would be a very difficult matter to grade the 
salaries in the law. My idea would be to let the last section of the 
law remain as it is and have the compensation fixed by the Secretary 
of the Treasury on the recommendation of the comptroller. Then 
you could have any number of grades. Another reason is that some 
examiners are not employed their entire time. We have to have 
some special men who are experts in a particular line to send to a 
bank that may be in bad shape and get the board of directors together 
and make them straighten out unsatisfactory conditions. Those men 
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are not employed continuously, and you could not very well put them 
on an annual salary. 

The CuarrMan. Have you a list that shows the net compensation 
of these gentlemen ? 

Mr. Kane. I have one here. It is in rather crude shape. It shows 
the gross and the net income, the cost of transportation, the cost of 
subsistence, the cost of clerical hire, and the number of examinations 
made in the year. This is based upon the fiscal year ending with 
June last. 

The Cuarrman. You had better put that into the record. What 
is the range of net compensation ? 

Mr. Kane. The range is to $19,000, as stated a moment ago. It 
varies from $2,000 up. 

The Cuairman. I mean the net compensation. 

Mr. Kanes. I do not know; I have not figured out the net compen- 
sation; but I have a statement here showing that in each individual 
case. 

Mr. Murray. Mr. Chairman, the net compensation is about an 
average of one-third less than the gross. 

‘The Cuatrman. The percentage would vary, I suppose, according 
to the locality ? 

Mr. Murray. It varies a little. The total is about a third less than 
the gross. 

Mr. Burron.. The examiners are compelled to file statements of 
their expenses, are they ? 

Mr. Kane. No, sir. We have nothing to do, under the present law, 
with their expenses. 

Mr. Burton. How can you tell, then, what the net compensation is? 

Mr. Kann. During the summer we sent out a circular letter to all 
the examiners, asking them to give us this information—their gross 
fees, transportation expenses, subsistence, clerk hire, etc.—and this 
statement is made up from those returns. 

The Cuatmman. You will give us that for the record ? 

Mr. Kann. Yes; I will have a copy of this made. 

The statement referred to is as follows: 


Summary of compensation of examiners for the year ended June 30, 1908. 


Number (of examinations .2 = 2 UG (See se eee : 12, 024 
Compensation (Pecely eqs. 2. 5s ee ieee A eee ea 
Transportation expenses________ PSA: Tarp EON) Sead $37, 155. 49 
Subsistence expensesss2 22 1 ee a ee 51, 689. 94 
Clerical ex Pens eee egos See ee ae) 67, 908. 14 

— 156, 748. 57 

ING COMIPENSalIOMi= 25S seks Ve Se ee ee ee ee een ge 293, 302. 69 


_ Mr. Overstrerr. What is the general form of your recommenda- 
tion—a straight salary, without arrangement for expenses, or a sal- 
ary plus expenses? 
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Mr. Kanz. A salary plus expenses. 

Mr. Oversrreer. And is that expense account to be actual expenses, 
rendered on vouchers? 

Mr. Kann. Actual expenses; ves, sir, 

Mr. Bonynee. Do I understand that you would not favor fixing 
the salary by statute? 

_ Mr. Kane. I do not see how we could arrange it in that way. 

Mr. Bonynex. Would it not be possible to arrange them in a certain 
number of classes and fix the salaries so that they would be graded 
according to the classes ? 

Mr. Kane. On the basis of a year’s employment it might be; yes, sir. 

Mr. Bonynecx. But your recommendation contemplates that these 
men shall give their entire time to the service? 

Mr. Kane. Those who are engaged in regular examinations. But 
take, for instance, Hawaii and Alaska and Porto Rico: We have an 
examiner who has, in Alaska, two banks. He makes four examina- 
tions in a year. In Porto Rico the examiner has one bank. He ex- 
amines that bank twice a year. We have two examiners in Alaska; 
_ because the two banks are so far apart that it would not pay one man 
to examine both. 

Mr. Bonynece. They could be put in a class by themselves, could 
they not? 

Mr. Kane. They could be put in a class by themselves. 

Mr. Bonynexr. And a different arrangement made in regard to 
their compensation ? 

Mr. Kane. Yes, sir; and also in the case of the special men we send 
around the country on special work. They‘are not employed con- 
tinuously. 

Mr. Bonynce. Even that could be arranged for, could it not, by a 
special arrangement? 

Mr. Kanz. We could make some special arrangement for them. 

Mr. Bonynce. And then the others arranged into different classes? 
Would not that be feasible? 

Mr. Kane. Oh, yes; it would be feasible, but I do not know that 
you could arbitrarily fix the grade in the law. 

Mr. Smirn. The growth in population and increase in the number 
of banks would necessitate frequent changes in the law. 

Senator Monny. Mr. Kane, would it not be possible to have so 
many classes, with each class having a salary fixed by statute, and 
allow the comptroller or the Secretary to assign to classes those men 
who proved efficient? You recognize the fact that there is a general 
prejudice against an executive officer having a sort of sliding scale 
of salaries. That is considered to be a sort of a vicious baimivle 
upon which to pay people. It is thought that we ought to let them 
know what they are going to get, as a general thing. In this case it 
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might be absolutely necessary, as you suggest. I am not questioning 
that; but I am just speaking of the general principle, you know— 
that generally it is not a good plan. 

Mr. Kane. If you could group all of the small banks together and 
assign examiners to examine that class of banks, group all the larger 
or medium-sized banks together, and all the reserve city banks to- 
gether, then you could grade them in classes. But one examiner will 
have country banks, another examiner will have medium-sized and 
reserve city banks, and another one will have reserve city banks 
altogether, so that it is difficult to separate them in that way.. 

Senator Money. I admit the difficulty. 

Mr. Overstreet. Do these examiners give no bonds now ? 

Mr. Kane. No, sir; they never have been required to give bonds. 

Mr. Overstreet. When an examiner is placed in charge of a failed 
bank, in the nature of a temporary receiver, what, if any, bond does 
he then give? 

Mr. Kane. If he is Eeinly a temporary receiver he is not required 
to give a bond at all. 

Mr. Overstreet. So that, from the time the bank is taken over by 
an examiner until it is finally put in the hands of a regular receiver 
there is no bond given? 

Mr. Kane. There is no bond; no, sir. 

Senator Monry. And I believe you stated in your remarks that 
there had been cases of embezzlement by these examiners when tem- 
porarily in charge? 

Mr. Kane. Not when in charge of failed banks. Money was taken 
from cash in active banks. 

Senator Monry. Not when they were acting as receivers of failed 
banks? 

Mr. Kann. Not when acting as receivers of failed banks. 

The Cuartrman. Does the plan suggested by the department con- 
template a change in the method of appointment of examiners or in 
their tenure of office? 

Mr. Kane. No, sir. 

The Cuarrman. They are appointed now by the comptroller ? 

Mr. Kann. They are appointed by the comptroller, with the ap- 
proval of the Secretary. 

The Cuarrman. And you make no suggestions of changes as to 
methods? 

Mr. Kann. I have no suggestions to make in regard to that. 

The Cuarrman. They are appointed for how long a time? 

Mr. Kane. The tenure of appointment is not fixed at all. 

The Cramman. They are remoyable at the pleasure of the comp- 
troller ? 

Mr. Kane. At the pleasure of the comptroller. 
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The Cuamman. And he assigns them to duties anywhere in the 
United States, as he sees fit? 

Mr. Kane. Yes, sir. 

Mr. Werks. i. you considered dividing the country into dis- 
tricts, and placing a chief examiner or a deputy comptroller in charge 
of Mack district ? 

'Mr. Kane. No, sir. 

Mr. Werks. os having the examiners in that district report to 
him, and letting him make comparisons of the reports? 

Mr. Kane. No, sir; but Mr. Murray, the comptroller, has made an 
arrangement of that thaiseior which he is putting into force. 

The Cuarrman. Of just what character do you mean? 

Mr. Kane. Mr. Murray can explain that better than I can. 

The CHarrman. Perhaps, then, you had better go on with your 
next topic, and we will later hear Mr. Murray. 

Mr. Weerxs. I would like to ask Mr. Kane one more question, Mr. 
Chairman. You stated, among the objections to the present method 
of examiners performing their duty, that they followed the same 
course and went from one bank to another each time they made the 
examination, so that the banks could determine just when they would 
be examined. Is there any reason for their following that course 
each time? 

Mr. Kane. Simply from considerations of economy of traveling 
expenses. They are at one end of the State, and map out a route 
of travel to economize their expenses. 

Mr. Weeks. There is not any other reason why they should not 
jump from one place to another? 

Mr. Kane. No other reason; no, sir. Of course, under the present 
system, it is easy for a bank to ee an examiner at any time. They 
ean tell, by figuring on how many banks he has to examine, just when 
he will reach that bank, and make preparations accordingly. 

Mr. Werks. Yes; but why should he follow exactly the same route 
each time? Why should he not change his route? 

Mr. Bonynce. It is money in his pocket. 

Mr. Kanez. Simply because it is money in his pocket; that is all. 

Mr. Overstreet. His itinerary is fixed by himself, and not by 
another officer ? 

Mr. Kane. Yes, sir. 

Senator Harz. Before you leave that feature, Mr. Kane, let me 
ask you whether you or the comptroller or the comptroller’s office 
have formulated into a proposed statute the provisions which you 
want carried out? 

Mr. Kane. No, sir. 

Senator Hatz. I ask that because the only way that this commis- 
sion can act is by direct legislation—statutory law. Is there any 
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reason why, in the comptroller’s office, you should not formulate and 
present to us a statute that covers your desires, so that we i, hep 
consider them ? 

Mr. Kane. I think that could be done. 

Senator Hate. You have not yet done that? 

Mr. Kane. No, sir. 

Senator Hair. But you see no reason why you should not do it? 

_Mr. Kane. No, sir. 

Senator Hare. We can only act by statute; and I, for one, should 
be very glad, Mr. Chairman, if, before we get through here, the comp- 
troller’s office in consultation with the Secretary would formulate for 
us a definitive statute that we can make the basis of our consideration 
when we come to take up and act on the matter. You know of no 
reason, why that can not be done? 
~ Mr. Kane. No, sir. I think that can be done. 

Senator Hate. Covering not only this feature, but all the features 
embraced in what you desire for the comptroller’s office. 

The Cuairman. I assume that that will be done. 

‘Senator Hare. It ought to be done. 

The Cuairman. Yes. Are there, in your judgment, advantages to 
be secured in changing examiners from one section of the country 
to another, Mr. Kane? 

Mr. Kane. There are some; but I think the disadvantages are 
greater than the advantages. It takes an examiner some little time 
to get a thorough knowledge of the paper that he handles in the 
banks; and after he has gone through a district two or three times 
he becomes familiar with it. He knows what it is worth. He be- 
comes acquainted with the financial responsibility of the borrowers 
and the securities. 

The Cuarrman. That is both an advantage and a disadvantage, I 
take it. 

_ Mr. Kanz. Sometimes where an examiner, because of his long stay 
in one district, becomes too well acquainted with the bankers, he 
takes too much for granted. .In that case a change might be desirable. 

Mr. Paneer. Do they, as a matter of fact, pass upon the solvency 
of paper ? 

Mr. Kann. Yes; they pass on the worth of all the paper they find in 
the bank. They estimate its value. If there are any losses estimated, 
the report contains a list of the losses and the paper on which it is 
estimated. 

Mr. Papverrr. The reason I asked you the question is this: Some 
years ago, on the failure of a bank in my home town, it was found 
that the cashier had abstracted $105,000 out of the bank on one-name 
paper of his relatives, and some seven or eight names, every one of 
which was absolutely insolvent, and was not paying even a poll tax; 
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and not a cent of property, either personal or real, was taxable to 


them. 


The Cuarrman. Do the examiners report to the comptroller upon 
paper that they think is of doubtful value? 3 

Mr. Kann. They do not always list that paper, but they criticise it 
in general terms, so as to give you the amount of paper of that char- 
acter that is in that bank. If there is any paper that is especially 
bad or doubtful, they mention it in detail. 
_ The Cuarrman. And if they think a bank is carrying ‘too much 
paper of one kind, do they report that? 

Mr. Kane. Yes, sir. 

The CuHarrman. What does the department do in eases oo that 
kind ? 

Mr. Kane. Where we find that a bank is carrying too much paper 
of one kind, we require them to reduce it. 

The Pee earns, Suppose they decline? 

Mr. Kane. The comptroller has no power to enforce such a require- 

ment. 

Senator Harz. You mean he can do nothing unless he stops the 
bank ? 

Mr. Kane. He can do nothing at all. 

Senator Hatz. There is no intermediate penalty ? 

Mr. Kane. No, sir. 

Senator Knox. Under what provision of the statute does the comp- 
troller assume the function of passing upon the credit of customers 
of a bank? 

’ Mr. Kane. There is no provision of statute at all on that point. 

Senator Knox. Then why does he do it? 

Mr. Kane. He has a right to pass upon the solvency or insolvency 
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of the bank, or whether the capital is intact or not. 


Senator Kwox. Suppose there are two notes in a bank from going 


concerns that are apparently solvent: Does the comptroller assume 


-. the function of criticising one of those notes as against the other? 


Mr. Kane. If there is any question raised about the paper, he does. 

Senator Knox. Raised by whom? By the examiner? 

Mr. Kane. By the examiner. 

Senator Knox. Under what authority of law does the examiner 
have the right to pass on the relative solvency of the paper of going 
concerns that are meeting their obligations regularly ? 

Mr. Kane. Under the authority which requires him to examine 
and report the condition of the bank, he gives an expression of his 


_ judgment as to what that paper is worth. 


Senator Knox. Do you think the authority to report upon the con- 
dition of a bank involves the right to criticise and ‘discriminate be- 
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tween the paper of the customers of the bank who are paying their 
debts regularly as they mature in the ordinary course of business? 

Mr. Kane. If the paper is good, it does not. 

Senator Knox. Who is to determine that—the directors or the ex- 
aminer ? ( 

Mr. Kann. The examiner. 

Senator Knox. It is the examiner’s business to determine on the 
solvency of the bank. 

Mr. Kane. Certainly. It is the examiner’s business to determine 
the value of the paper. 

_ Senator Knox. I have known some cases of the comptroller’s doing 
that, and I wanted to know what the authority of the law was. 

Mr. Kane. It is only under the general authority conferred upon 
examiners to ascertain and report the condition of the bank; and he 
does that to his best judgment. 

The Cuarrman. If the examiner finds that the directors have been 
exercising their functions improperly or imperfectly, does he report 
that to the comptroller? 

Mr. Kane. Yes, sir; he reports everything that is subject to 
criticism. 

The CuHarrman. He undertakes to say whether the directors are 
performing their duties properly or not? 

Mr. Kanes. He reports whether the directors have board meetings 
and attend to the affairs of the bank, or leave them entirely in the 
hands of a president or cashier. 

The Cuarrman. Whether they perform their duties intelligently 
or otherwise? 

Mr. Kane. No; I do not know that he does that. If the directors 
neglect their duty by not attending board meetings and looking after 
the affairs of the bank, he makes some comment on that. 

The Cuarrman. What does the comptroller do in such cases? If 
the examiner reports that the bank directors are performing their 
duties in a way that he thinks is not proper, how does the department 
undertake to regulate that ? 

Mr. Kanu. We simply call the attention of the directors to the 
fact that they are not performing their duty as the law contemplates 
that they should. 

The Cuarrman. You have no control over them? 

Mr. Kane. No, sir. 

The Cuarrman. You do not understand that the department has 
any control over the directors ? 

Mr. Kanx. No; we have no way of forcing them to perform their 
duties properly. 

Senator Hate. Is that one of the things that you want—that you 
shall be given power to enforce a duty of that kind? 
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Mr. Kanz. I do not know that there is any recommendation of that 
kind. It is one of the things which the comptroller has tried to bring - 
about—to compel directors to give more attention to the affairs of the 
bank. But I do not think there is anything in these recommendations 
on that subject. 

Mr. Weexs. Mr. Kane, is there anything in the law that makes it 
obligatory or even necessary for a director to attend a board meeting ? 

Mr. Kane. No; but the law contemplates that he shall give the 
affairs of the bank attention, see that the law is observed, and know 
something about the character of its loans, and all that; and how can 
he do that if he does not attend the board meetings? 

Mr. Werexs. Very frequently much more easily than by attending 
board meetings. Do you not think it would be possible for a director 
to be very valuable to a bank and yet never attend a board meeting? 

Mr. Kane. I do not know whether he would be performing his 
duty or not in not attending board meetings. 

Mr. Weeks. What is there in the law that makes it obligatory for 
a director to attend a board meeting? 

Mr. Kane. There is nothing in the law that compels him to attend; 
but the law contemplates that he shall look after the affairs of the 
bank, and he can not do that if he never attends a meeting. 

Mr. Werks. That he shall be familiar with the affairs of the bank? 

Mr. Kane. Yes, sir. 

Mr. Weexs. But that does not necessarily mean making himself 
familiar by attending a board meeting, does it? 

Mr. Kane. I think that would be the best way for him to become 
familiar with its affairs—to attend board meetings and discuss all 
the paper and loans and securities of the bank. 

Senator Kwox. Is there anything in the law stating even that he 
shall be familiar with the business of the bank? Does not the law 
simply say that there shall be a board of directors consisting of a 
certain number of people, and leave it to the general law to define 
what the duties of the directors are to institutions, and when they 
cease to live up to their duties, and when they are negligent? I can 
not find anything in the statute which says anything at all about the 
duty of a director. 

Mr. Kane. The courts have passed upon what the general duties 
of directors are. 

-Senator Hatz. What general law is there, Senator Knox, covering 
this question ? 

Senator Knox. There is not any law defining the duties of directors 
at all. The statute dealt with the subject of directors as it was set- 
tled by the general law. 

Senator Hatz. Not under statute ? 
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Senator Kwox. No; not under statute law; but the courts have de- 
termined what the duties of directors are. They vary under different 
circumstances. What might be gross negligence in one case would be 
due diligence in another. It varies according to the circumstances 
and surroundings. 

Mr. Papnerrr. Yes; it is the general law. 

The Cuarman. In your opinion, Mr. Kane, is there any general 
rule that you can apply to ascertain whether or not a director is per- 
forming his duties properly—that is, can you lay down any rule that 
would make a man a good director by regulation ? 

Mr. Kanr. I do not know as to that. Section 5147 ee that 
“ each director, when appointed or elected, shall take an oath that he 
will, so far as the duty devolves on him, diligently and honestly ad- 
minister the affairs of such association, and will not knowingly violate 
or willingly permit to be violated any of the provisions of this title.” 
That is about all there is in the law on the subject of the duty of 

-directors. 

Mr. Overstreer. What duties do devolve upon him? That seems 
to recite that there is some former statute, or refer to some former 
statute. 

Mr. Kane. There is nothing in the law more specific than that. 

Mr. Vreeianp. Have not the decisions of the courts pretty well 
defined that ? 

Mr. Kane. ee the Supreme Court has passed upon. the question 
of the duties of directors. 

Mr. Werxs. In what way? 

Mr. Kanxr. They have held, in’ general terms, that the duty of a 
director is not discharged. by simply appointing an officer of good 
reputation and ability to manage the affairs of the bank, and then 
leaving the management of the bank entirely in his hands; that it 
is his duty to know, at least, upon what lines of security the larger 
loans are made. 

The Crarrman. Is it not the practice, in all the large banks of the 
country, for the directors to appoint officers or managers to whom 
the management of the bank is very largely left? 

Mr. Kaner. Oh, yes. 

The Cyairman. Can large banks be managed in any other way in 
modern times? ; 

Mr. Kann. No. It is the duty or within the power of the directors 
to appoint the managing officers of the bank. 

Mr. Weeks. Is it not the practice, in large banks, to have an execu- 
tive or finance committee? 

Mr. Kann. Yes, sir. 

Mr. Werks. To pass on loans which are later reported to the di- 
rectors ? 
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Mr. Kane. Yes; but that is not the case in the smaller banks of the 
large cities or throughout the country. 

_ Mr. Weexs. Do you think a director who votes to delegate his 
duties in that way to some other member of the board is doing his 
duty ? | 

Mr. Kane. I do not know that I can express any opinion as to 
when a director is doing his duty or when he is not. The director 
himself knows better than anybody else does when he is doing his 
duty and when he is neglecting it. 

Mr. Werks. That is the whole question, and that is what brought 
this matter up, as to what the duty of a director is. How is the exam- 
iner or the comptroller going to pass on the way in which the een 
shall perform his duty? 

Mr. Kane. Of course that would vary with the different banks, in 
my judgment. 

The Cuarrman. Is it not true, as a matter of fact, that the depart- 
ment knows in most of these cases of failed banks that loans have been 
improvidently made? 

Senator Hater. Beforehand ? 

The Cuarrman. Beforehand; yes. 

Senator Har. Before the failure. 

The Cuarrman. Before the failure? 

Mr. Kane. In most cases; yes. 

The Cuartrman. Take the recent cases in New York and elsewhere. 
It has been a matter of general repute, has it not, in official circles and 
in banking circles, that the ordinary rules of sound banking were 
being grossly violated 4 
- Mr. Kane. Exactly; and things were going on that the comptroller 
was powerless to correct. 

- Mr. Werks. Have there been cases where the comptroller has di- 
rected the officers of a bank to reduce a loan, and where they have 
refused to do it? 

Mr. Kane. Numbers of them. 

Mr. Werks. There have been ? 

Mr. Kane. Yes, sir. They did not exactly refuse, but they neg- 
lected to do it. 

Secretary Corre.you. Mr. Chairman, I think we shall have to be 
just a little careful how we carry that argument to its logical con- 
clusion, because on that theory if the director gave no attention 
whatever to the bank it would not be the duty of the comptroller 
to pay any attention to him. 

The Cuarrman. I certainly am not suggesting that—that a di- 


rector should not pay attention to his duties. I hope I was not 


understood in that way. 
Secretary Corteiyou. That is the tendency of the argument. 
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Mr. Overstreet. I do not understand that either the comptroller 
or the Secretary is making any recommendation for any change 
relative to the duties of directors or to the duties of examiners as 
now prescribed. 

Mr. Kane. Not in the recommendation submitted. 

The Cuarrman. No; but, as I understand, certain recommenda- 
tions are to be made. , 

Senator Harz. Yes; they will be before they get through. 

The Cuarrman. We were discussing at the moment the duties of 
examiners and their salaries. This discussion went off on rather a 
collateral matter. 

Mr. Overstreet. It was a little premature. 

Mr. Vreevanp. We requested, in the summer, that recommenda- 
tions come from the department as to changes in administrative laws. 
Have you got them? 

The Cuartrman. Mr. Kane is now proceeding to ‘state the reasons 
why examiners should be paid salaries instead of fees, as is now 
done. He had just finished his statement. As I understand, the 
department are not yet ready to make a specific recommendation; 
but Senator Hale suggested that they should put their specific recom- 
mendations in that regard in the form of an act, or amendments to 
the present act. 

Senator Harz. That feature is the only one that we have thus 
far taken up. : 

Secretary Corteiyou. May I ask a question, Mr. Chairman? 

The Cuarrman. Certainly. 

Secretary Correiyov. Is it your desire that each subject, as we 
take it up, shall be fairly exhausted, or do you wish to bring up later 
matters that have come before the commission in response to circu- 
lars you have sent out or information we have collected? Do you 
want to exhaust each section as it is taken up? 

The Cuairman. My thought was that we should first hear the sug- 
gestions of the department—of yourself and the comptroller and Mr. 
Kane—as to changes that you thought were desirable in the law. 

Secretary Corretyou. There are some related matters that have 
come up in connection with the appointment of examiners. For in- 
stance, the question as to whether they should be under the classified 
service or not. I did not know whether you wanted that matter 
discussed now or not. 

The Cuatrman. Yes; I should be very glad to have that matter 
discussed. I think it is quite pertinent now. 

Secretary Corrriyou. I have very decided views on that subject, 
and I thought that while we were on the point we might perhaps take 
up that phase of it. 
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The Cratrman. Yes, certainly; we would be very glad to haye 
that phase of it discussed, and to hear you or anyone else. | 

Secretary Corretyou. I have very decided views on that subject; 
and I would rather wait for a few minutes and hear expressions of 
opinion from some of the others. | 

Senator Hare. That is pertinent to that feature of Mr. Kane’s re- 
mark. 

Secretary Corretyou. It seems to me very pertinent. 

The Cuarman. Would you like Mr. Kane or the comptroller to 
discuss that point? ! 

Secretary Corretyou. I should like, Mr. Chairman, to hear from, 
the comptroller on that point. a 

The Cuarrman. On the question of whether the examiners ought 
to be placed in the classified service? That is certainly pertinent to 
the matter that we now have under consideration. : 

Mr. Murray. Mr. Chairman, I asked the national banks, soon after 
I became comptroller, to give me an expression of opinion as to how 
the examinations were now made; to tell me in confidence whether they 
thought the work was well done by the present corps of examiners; 
and to make any suggestions which they thought ought to be made 
as to the improvement of the service. I had the results of that work 
tabulated and I brought it with me. I sent out several thousand short 
letters, of which the following is a copy: r 


“JT am making an effort to improve the work of national-bank 
examiners, and in order to do so I want an expression of opinion 
from the banks as to how the work is now done, and as to how it 
may be improved. Will you please tell me how the examiners who 
have examined your bank actually do the work; whether or not, m 
your opinion, it is well done; and whether the examiners take time 
enough to go into the details of the bank as the law contemplates 
that they should; and, in a general way, point out every defect in 
the examinations that may occur to you. I will be under obligation 
to you if you will advise me how, in your opinion, the work, for 
which you pay, can be done so that both your bank and this office 
will get the best results possible from the examinations. The bank 
pays for these examinations, and it is, therefore, vitally interested 
in getting actual benefits from them. My sole purpose 1s to improve 
the entire service from the top to the bottom. Your reply, therefore, 
will be considered confidential. Please write me fully by return 
mail.” 

I sent out 7,000 of those, and received 3,596 replies—about one- 
half. Eighteen hundred and forty-six of the banks, or about 50 
per cent of those replying, thought that the present system is satis- 
factory; and the number that criticised the present system without 
suggesting any improvements at all were but 53. Sixteen hundred 
and ninety-five banks offered suggestions for improvement in one 
way or another—various suggestions, some of them pertinent and 
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some not very much to the point. Five hundred and one banks 
out. of the 3,500 replying suggested a salary system in place of the 
fee system. Six hundred and eighty-four banks suggested more time 
for examination; and that was a very general complaint—the hur- 
ried way in which the examiners do their work. Some of the replies 
were rather amusing on that score. A great many of them said that 
the first question that an examiner asked was what time the next 
train left town. They would get in at 3 o’clock in the afternoon and 
begin an examination of the bank, and catch a 4 o’clock train. 

The number suggesting the board meeting with the examiner was 
278; and that, I may say, is a general complaint among the banks— 
that the examiners come in in a sort of a secretive way and go through 
the bank, examine its loans and discounts, and make a report with- 
out consulting the officers or the board of directors at all. They 
suggest that the examiner go over the paper piece by piece, all the 
loans, with the executive committee of the board or with the officers 
of the bank, and personally I think that is an excellent suggestion 
and one that ought to be put into effect at once, which it can be under 
the present law. The last three or four assessments that we have 
made on national banks to make good an impaired capital we have 
had to withdraw because our examiners were wrong in their estimate 
of the paper held by the bank, and the losses which they estimated 
as existing did not exist; and if they had consulted with the board of 
directors or the executive officers of the bank who knew about the 
value of the paper there would have been no impairment of the capi- 
tal of the bank reported. 

' Senator Hate. Whom do they consult in the absence of consulting 
these officers that you mention? 
~ Mr. Murray. They do not consult anyone, Senator. 
, Senator Hatz. Whom do they consult except the cashier ? 
Mr. Murray. They could consult the discount clerk. 
‘ Senator Hatz. But whom do they consult in their examinations? 
I do not ask you who they could consult. 
_ Mr. Murray. Whom do they consult? 
_. Senator Hatz. They must consult with somebody. 
* Mr. Murray. No; they very often do not consult with anyone. 

Senator Hatz. They do not go into a bank and make an examina- 
tion and see none of its officers, do they ? 

( Mr. Murray. Very often.” Very often they consult them. That 
is a difference in the methods of the examiners. Some go in and 
take the officers into their confidence and go over the paper with 
them, and others do not. 

» Senator Hatz. What officers? 

') Mr. Murray. The president, the active vice-president, the cashier, 
the assistant cashier—any officer who knows about it. 
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Senator Harr. But there is no rule about it? 

Mr. Murray. There is no rule about it. The general tendency is 
that examiners do not consult very much with the officers of a bank. 

Mr. Bonyncz. What investigation do they make now to determine 
the value of paper they find in a bank? Do they go outside of the 
bank for information ? 

Mr. Murray. They try to do it very discreetly. Sometimes they 
carry on some correspondence on the outside. But I should like to 
take that question up in connection with my plan for dividing the 
country into districts. We have drawn up a regular schedule to 
handle that situation. — 

Mr. Bonynee. Very well. 

Mr. VreeLanp. Have you got that plan here? 

The Cuarrman. He is going to lay that before the committee later. 

Mr. Morray. I have a plan laid out for that; and that matter of 


estimating the actual value of unlisted securities is one of the reasons 


why I have adopted that plan. 

The Cuarrman. We have asked a number of representative bankers 
to come here and advise with us in regard to these questions. I was 
wondering how soon we would have that plan. If we are to talk with 
them about it, we must have it very soon. 

Mr. Morray. I could give it to you this afternoon. 


The Cuarrman. As I understand, after we get through with Mr. 


Kane, Mr. Murray is to submit to us his recommendations. 
Senator Harz. Mr. Kane has a host of them. 


Mr. Murray. I may say right now that the main difficulty with 


our examiners at present is that each one is going along independently 
and working along his own lines. He knows nothing of what any 
other examiner is doing. He does not know whether the paper which 
he finds in the banks in his district is found in the banks of other dis- 
tricts. He is just working along in a narrow groove, with no per- 
spective at all except the banks which he examines. It seems to me 
that the bank examiners ought to all work together and each one of 
them have the benefit of the others’-experience in the others’ banks. 
Then they will have a broader basis for estimating the paper which 
they find and the securities which are held by the banks, and can give 


the comptroller’s office very much better information on that subject. 


Senator Monry. Mr. Comptroller, who appoints these bank ex- 
aminers ? 

Mr. Murray. The comptroller, with the approval of the Secretary 
of the Treasury. 

Senator Monry. What qualifications do you demand in a man 
who wants to be a bank examiner—that he shall have had some expe- 


rience with bank work? 


= 


26 NATIONAL MONETARY COMMISSION. 


Mr. Murray. I have made a ruling since I have been comptroller 
that no one would be appointed a bank examiner while I was comp- 
troller unless he was just as good a judge of credits and just as good 
an accountant and had just as fair a general scope of modern banking 
as the officers of the banks which he was to examine. 

Senator Monry. In other words, he must have had some previous 
acquaintance with banking work ? 

Mr. Murray. He must. 

Senator Monry. Do you require that? 

Mr. Murray. I do. 

The CuarrmMan. You can not get that kind of man for $2,000 a 
year, can you? 

Mr. Murray. We have about 1,000 applications on file now, and 
every one of them, I think; or at least the great majority of them, 
would meet those qualifications. 

Senator Monry. What do you think of these stories we hear about 
bank examiners coming to a bank and saying, “ Gentlemen, I am 
here to examine your bank. I never was inside of a bank before; I 
never had a bank account; I never worked in a bank, and do not 
know anything about it. Tell me what you want me to do?” 

Mr. Murray. I have had letters to that effect; but that was ten 
years ago, before I was comptroller, and I do not know even the name 
of the examiner. I have had letters to that effect, and I have had 
them very much more disgraceful than that. 

Senator Monry. We heard of a case of that kind that happened 
about two weeks ago. 

Mr. Murray. The only information that I have had is of one that 
happened about ten years ago, where a man went into a bank and 
said, “ I don’t know anything about a bank, and I would like to have 
you tell me what questions you would like to have me ask.” 

Senator Monry. And then he went on tothe next bank and asked 
the same questions? Is that it? 

The Cuairman. Do you think you can get a man for $2,000 that is 
a good judge of credit and a good accountant ? 

Mr. Murray. You can get a very good man for $2,000—a very good 
young bank man. There are very excellent young material in some of 
the banks, where there are splendid accountants, splendid bookkeep- 
ers, who will develop into good officers, who are getting $1,200 and 
$1,500 a year, and are very glad to become national-bank examiners. 
Only a few of our bank examiners get salaries as low as $2,000. The 
salaries of the majority are higher than that. We try to make up a 
district in such a way that the gross receipts will be $4,000 or $5,000. 
In some of the States they divide the work into small districts and 
two men do the work alternately. Then the salaries run down. 
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The number of these replies suggesting a government auditor was 
16, and the number of those suggesting retention of examiners in one 
locality was only 84. The number suggesting need for more com- 
petent examiners was 116. 

Now we come down to the civil-service question. The number that 
suggested civil service for examiners out of 3,500 replies received 
was but 54. 

The CuarrMan. You mean the people who answered that question 
in the affirmative? 

Mr. Murray. Yes. The only banks that suggested civil-service 
examinations for the examiner out* of the 3,500 replies received 
were 54. 

Mr. Overstreet. What is your view about it? 

Mr. Murray. I am a strong civil-service believer, Mr. Overstreet, 
but I doubt very much whether an examination could be given to 
candidates which would give any indication of their ability to pass 
intelligently and with tact on the nine billion of assets held by the 
national banks of this country. It is possible to do it, but I have 
turned it over in my mind and I can not see any practical way of 
doing it. An examiner must have some presence. He must have good 
judgment. He must have tact. A man who would commit the national 
banking act to memory and commit a synopsis of the decisions 
of the courts to memory, and practically pass par on every single « 


-question that could be devised, might be wholly unfit in natural 


instincts and training and temperament and tact and judgment 
and everything to go into a great bank and examine it. He 
might actually wreck it. It seems to me that of all places in the gov- 
ernment service where the personal equation counts for a great deal 
it is in the service of bank examiners. It seems to me that the work 
that they do is as delicate and as important as any other class of work 
done by any government employee, if not more so, and on the informa- 
tion that I now have I should be strongly against it. Still, I have not 
gone into it as fully as I would like to. 

Senator Hartz. How many did you va out of 3,500 replying rec- 
ommended it? 

Mr. Murray. Fifty-four. 

Mr. Bonrnce. The specific question was not put to them? 

Mr. Murray. No; the specific question was not put to them. A 
general question was put to them to let me have any suggestions 
which they thought would better the service; and as this matter has 
been agitated for a number of years, I ae regard their replies 
as an expression of the general opinion on that question. 

The Cxairman. Mr. Secretary, do you want to say something on 
this question ? 
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Secretary Correryou. No; I simply indorse heartily what the 
comptroller says. He has stated my own view. 

Senator Terrier. Do you know, in practical banking, of any bank 
that ever used the civil service in eee its cashier ? 

Mr. Murray. I have never heard of its being done, 

Senator TettEeR. You do not believe that they ever do it, do you? 

Mr. Murray. They do this, Senator; they shop about among the 
available men who apply and try to get all the information they can, 
but no civil-service test, that I ever hear of, is applied. . 

Senator Trier. No. Those are things that they pick up because 
of the experience the candidate*has had, and his general appearance 
and qualifications as presented to them, do they not? 

Mr. Murray. Exactly. 

Secretary Corretyou. It seems to me that this is just as the comp- 
troller has said. I do not think any one would accuse me of not being 
a strong advocate of the civil-service system when it is confined within 
what we regard as its proper limits. But I have not yet been able to 
bring myself to believe that any examination will show these qualifi- 
cations that are so vitally essential in a national-bank examiner—tact 
and discretion and good judgment, and the various other qualifica- 
tions mentioned by the comptroller. When we were organizing the 
Department of Commerce and Labor, the question came up in a some- 
what modified form in regard to appointments in the Bureau of 
Corporations, where the same strong qualifications of tact and good 
sense and broad mindedness were aud 

As Mr. Murray, I think, will bear witness, the apnoea ae orig- 
inally made in that bureau were of a very high class, because our 
circle of selection was left .very wide; and I Hank that gradually 
it has been brought to the point where they can be selected some- 
what under civil-service requirements. But that was not possible 
in the organization of the bureau, and in a way the same consid- 
erations that were controlling with us then are particularly so in the 
matter of these bank examiners. I do not see how it is possible to 
devise an examination that will go much beyond the mere technical 
qualifications. Take a young high-school graduate, or a college 
man—he may be expert in figures, and may pass a fine examination; 
but beyond requiring three or- four testimonials as to his general 
character you can not ascertain the details as to his personal integrity 
to the extent that you ought to have them, nor all these other matters 
that I have referred to. 

Mr. Wrexs. Mr. Secretary, do you agree with the comptroller that 
good judges of credit can be obtained for $2,000 or even $5,000 a 
year ! 


Secretary Correnyou. I think we would part company at that | 


point. 
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Senator Hare. I do not understand the comptroller to say that that 
is the case in large cities or great banks; but that in many cases, per- 
haps in the country, in sparsely settled communities and small banks, 
for $2,000 net you can get a man who would make a good examiner. 

_ Mr. Murray. That was my statement. | 

Secretary Correnyou. I did not understand the comptroller to 
mean that that applied to a large community. 

Senator Hare. No; I did not, either. 

Secretary Corrrryou. I think that at a comparatively low salary 
you can get a man who will become familiar with credits in his sec- 
tion,- the value of paper, and so on; but I think that we must pay 
these men good salaries in the larger places to get competent men. 

‘The Cuarrman. Mr. Kane, we will go on now with your next sug- 
gestion, unless there are some other questions to be asked. 

Mr. Kane. The next suggestion relates to section 5200. [Reading:] 

“Section 5200, United States Revised Statutes, bills of exchange 
and commercial or business paper: 

“This section excepts from the limit of loans the discount of bills 
of exchange drawn against actually existing values, and commercial 
paper actually owned by the person negotiating the same. 

“The evident purpose of these exceptions was to facilitate trade by 
enabling the owner of such paper to realize on it at once, instead of 
tying his capital up until the maturity of the paper or the collection 
of the draft and remittance of the proceeds. But in facilitating trade. 
by permitting the discount of such paper without restriction as to the 


aggregate in any one case, and in addition thereto allowing the same 


person or interest to become liable at the same time for money bor- 
rowed to an amount equal to the limit of a loan that a bank may law- 
fully make, the security of the depositor, whose funds are used in such 
transactions, is left entirely to the judgment and discretion of the 
officers of the bank. 

“Tt is just as essential to the safety of a bank and the security of 
its creditors that the discount of commercial paper and bills of ex- 
change be kept within prudent limits as it is to restrict the amount 
of a loan that may be made to any one person or interest. More 
bank failures have resulted from the excessive or imprudent con- 
centration of funds in the hands of single or allied interests than 
from all other causes combined. It matters not, so far as the se- 
curity of such funds is concerned, whether the liabilities consist of 
direct loans made in excess of the limit in violation of the statutory 
restriction or the discount of commercial paper beyond the limits 
of prudence and safety, but within statutory authority. | 

“Realizing the dangers of such a situation, administrative regula- 
tion has endeavored to supply a protection to the depositor, which 
the law does not afford him, by insisting that the aggregate labilities 
of any person, or of any company, corporation, or firm, or allied in- 
terest, for discounted commercial paper or bills of exchange shall 
be kept within the limits of prudence and safety, but as there 1s no 
authority of law to support such regulation when disregarded, ap- 
peal can be made only to the conservative Judgment of the directors 
of the bank as to the dangers attending such a, policy. 
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“ Unfortunately for the welfare of the bank, such admonitions are 
too frequently unheeded. Disaster finally overtakes the individual 
or enterprise, and the bank meets with losses which impair its capital 
or produce a condition of insolvency, and then only does the law vest 
in the Comptroller of the Currency the power to take decisive action. 

“ This section should be amended so as to place a limitation upon 
the aggregate liabilities of any person, company, corporation, or firm 
for money borrowed and for discounted commercial paper and bills 
of exchange. This limitation should be based upon a percentage of 
the total loans and discounts of the bank. 

“This would cause a wider distribution of the loans and discounts 
of a bank, and tend to prevent such concentrations of funds as are 
frequently found, which endanger the solvency of the association. 

“A specific penalty should also be provided for violation of this 
section, enforceable against the officers or directors responsible for 
such violation, in addition to the general penalty of forfeiture of the 
charter of the association now provided for any violation of the bank 


act. The individual and not the corporation should be punished in 


such cases.” 

Mr. Bonyncr. What penalty have you to suggest ? 

Mr. Kane. That is a matter for careful consideration. 

Senator Hare. You propose to put that into the form of law? 

Mr. Kane. Yes, sir. 

Senator Hatz. You have not drawn a statute to cover that? 

Mr. Kann. No, sir. 

Senator Hate. But you can do so? | 

Mr. Kanz. There is no statute drawn covering any of these recom- 
mendations. 

Senator Hate. But you can draw it? 

Mr. Kane. Yes, sir. 

Mr. Vreevanp. Did you suggest the amount of limitation there? 

Mr. Kane. No; I said that that would have to have very careful 
consideration. 

Mr. Overstreet. Would not that necessarily be a very rigid law? 

The Cuarrman. Do you think a regulation of that kind could be 
made to work equitably as between banks in different localities and 
under different conditions? It might be very important to restrict 
all loans and discounts to 10 per cent in some cases, and in other cases 
10 per cent would be impracticable and impossible. 

Mr. Kane. Yes, sir. But if you do not fix an arbitrary limit, then 
you would have to leave it to the discretion of the Comptroller to 
require reduction of such liabilities whenever he thought they were 
imprudent and give him some power to enforce that requirement. 

Mr. Overstreet. That is what I wanted to bring out—whether you 
would not think it would really be more practicable to authorize a 
regulation than to fix a definite statute? 

Mr. Kane. Yes, sir. 
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Mr. Papererr. Mr. Comptroller, when we were abroad this summer 
we found in England, and also, I think, in France and Germany, 
that there is absolutely no regulation whatever of the banks with ref- 
erence to their loans (no government inspection, no regulation what- 
ever) except the common-law lability of contract between the bank 
as a person and the individual dealing with the bank, and there 
seemed to be no complaint there. How do you account for the differ- 
ence between the banking there and here in that respect? 

Mr. Kane. I am not able to answer that question. 

Mr. Paperrr. That is a question that I have thought of consid- 
erably, that they have absolutely no regulation there, while here we 


are trying to get more regulation all the time. 


Mr. Weeks. Is it not a fact, Mr. Kane, that the paper on which 
you want to place a limit is paper that is made by some interest 
allied with the officers of the bank, and that that is the only paper? 

Mr. Kane. In a good many cases, yes. 

Mr. Weeks. Is not that invariably the case? 

Mr. Kane. Not invariably; no. 

Mr. Werexs. Have you ever known a failure of a bank to take place 
on account of its taking too much paper unless that paper (paper 
that would be included under the statute which you have referred to) 
is made by some interest allied with some officer or director of the 
bank? Do you know of a single case? 

Mr. Kane. Oh, I think there are cases. 

Mr. Weeks. Do you recall them? 

Mr. Kane. No; I do not recall any, but I think you could find a 
number of cases of that kind. But in most cases the officers or 
directors of the bank are interested in the borrowing concern. 

Mr. Weeks. It would be safe to say that that is the case 99 times 


- out of a hundred; would it not? 
® Mr. Kane. Not to that extent. Here are a few illustrations of the 


character of loans which this recommendation is intended to meet. 
Here is a-bank with a capital of $25,000 and a surplus of $15,000. 
It had a loan to one company of $4,000, and had discounted the com- 
mercial paper of that same company for $105,209, making the total 
liabilities of that company $109,209. That was in the case of a small 
bank with a capital of $25,000 and $15,000 of surplus. 

The Cuairman. Possibly, but not probably, that might be legiti- 
mate banking? 

Mr. Oversrreet. It might be entirely safe. 

The Cuarrman. We do not know all the circumstances, but the dis- 
counts might be entirely safe, and it might possibly be a proper thing 
to do from a banking standpoint. 

Senator Trier. It might be a very proper thing for the bank 
to do. 
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Mr. Kane. But if that lumber company were to fail, where would 
that bank be? 

Senator Knox. But is not the paper drawn against value? 

Mr. Kane. It is presumed to be. 

Senator Knox. Does not the law require it to be? 

Mr. Kane. In the case of all commercial paper it requires it to be; 
but in a great many cases you will find that so-called commercial 
paper represents nothing but a loan. 

The Cuarrman. If the discounts were fraudulently made, and if 
the paper was commercial paper only in name, the comptroller clearly 
should interfere. 

Senator Knox. The act is very specific, and can not be evaded with- 
out fraud. The act says that the only exception shall be as follows: 


“The discount of bills of exchange drawn in good faith against 
actually existing values and the discount of commercial or business 
paper actually owned by the persons negotiating the same shall not 
be considered as money borrowed.” 

Of course, those two terms have specific meanings. We know what 
paper drawn against value is, and we know what legitimate com- 
mercial paper is; and if that instance that he states there, of discount- 
ing $105,000 for a lumber company, had not been discounts of com- 
mercial paper or paper drawn against value, it was a fraud under this 
statute. 

The Cuairman. Suppose the case of a furniture manufacturing 
company, for instance, selling furniture from Maine to Texas, and 
taking trade paper from customers. In such a case no rigid restric- 
tions by percentages should be imposed. 

Mr. Weexs. What were the deposits of that bank? 

Mr. Kans. I have not that information here. 

Mr. Werks. I think it is fair to say that that man was loaning too 
much money on one class of paper. 

Mr. Kane. It is too large a liability to be dependent upon one con- 
cern in a bank of that size. 

Senator Monrny. Mr. Kane, may I ask you this question? What 
do you think of the proposition of permitting no officer of a bank 
to borrow money from his own bank? 

Mr. Kane. I think that in some cases it ought to be permitted, 
under proper restrictions; but I think all such loans should be passed 
upon and approved by the board of directors. 

Senator Monry. Suppose that there was such a law—that no officer 
of a bank should be allowed to borrow money from his own bank. 
If he is a man of credit he can go to any other bank and borrow 
the money without any difficulty. Do you not think that it would 
be very much safer for the banks generally to put that in the law? 


— bee 


NATIONAL MONETARY COMMISSION. 33 


Mr. Kane. No; in a great many cases it would be a hardship. Why 
should his own ae be deprived of that business? Why should he 
be compelled to take the loan to some other bank? ; 
Senator Money. Just to prevent the president or the cashier or 
somebody from plundering the bank, as is generally the case. ? 
Ss Mr. Kane. If you required such loans to be passed upon by the 
es board of directors, and to have their approval, you would correct a 
condition of that kind. ; 
Senator Monry. Is not the approval of the board of directors in a 
_ great many instances a purely informal thing that is really hardly 
- ever adhered to? Asa matter of fact, do not these banks generally 
oe fail because one or two officers have absorbed their deposits in loans? 
- Isit not generally the case that the directors have done so? . 
_ Mr. Kann. They pass informally upon them—certainly. 
Senator Monzy. It is purely informal, you know. 
Mr. Kane. But you could amend the ne so as to require such loans 
_to have the approval of a majority of the board of directors, or 
something to that effect. 
The ees I did not mean, by my question, to assume that that 
was generally a proper thing to do: but I can conceive of cases where 
that transaction would represent a proper and legitimate banking 
_ transaction, in which there would be no danger to the bank. 
- Mr. Bonynee. Mr. Comptroller, if they have evaded the existing 
statute by discounting that kind of paper, which represented no value, 
the placing of a limit would not insure the bank against the evasion 
- of the limit any more than it does against the evasion of this statutory 

regulation, would it? . | 
_ Mr. Kanu. No; but I do not say that there is any evasion in the case 
referred to. It is only the amount of that liability in the case of a 
bank of that size that is questioned. It seems to me that there should 
— be some restriction as to the amount of commercial paper that could 
= be discounted for any one interest. 

The Cuairman. Suppose that a man is borrowing 10 per cent of the 
capital of a bank, and that he also appears as an indorser in connec- 
* tion with other discounts; would you make the same rule apply to 
such cases also? 

Mr. Kane. I would restrict the amount of his total liabilities, direct 
and indirect. 

Senator Harr. That is, would you reckon indorsements in making 
up the limit? s 

The Cuatrman. Yes; in regular commercial transactions? Every- 
"thing really depends upon the character of the transaction. 

Mr. Burcess. Would not all of that be covered by proper examina, 
~ tion by competent men? 
i. 63739—08——_3 
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The Crarrman. I think so. os 

Mr. Burcxss. And be purely a business question ? 

Mr. Kane. Yes. But the trouble comes in being unable to force a 
reduction of those liabilities where we find that they are beyond the 
limits of prudence or safety. 

Senator Knox. If they are beyond the limit of the law, you have 
ample remedy; and I do not think you are the judges as to what is 
prudent and safe as long as a bank is operating within the law. I do 
not find anything that you can put your finger on in the statute that 
gives you any such function. 

Mr. Kann. When a bank fails under such conditions we are given 
eredit for failure to exercise judgment. 

Senator Knox. I have never known a case where a national bank 
failed where it had not been thoroughly examined by the national- 
bank examiner at frequent intervals. ‘That is no prevention of 
failure. 

Mr. Kan. Whenever a national bank fails and any such conditions 
are disclosed the comptroller is criticised for having permitted such a 
eondition to go on, knowing that these concerns owed the bank so 
much money. 

Senator Knox. It seems to me that the comptroller’s answer to 
that is that the responsibility is not placed on him by law to pass 
upon the credits of a bank. 

Mr. Kane. That is true, but—— 

Senator Knox. I am seeking for information. If there is such a 


provision of law, I should like to know it. I have never been able 


to find it. 

*“ Mr. Kann. There is no such provision of law; but you can 
not convince the general public that the comptroller is not to blame 
for permitting such a condition to exist. 

Senator Knox. Of course, the comptroller simply takes what every 
public servant takes—blame for things he is not responsible for. 

Mr. Kan. And those who ought to know better take the same 
view. Financial journals, and the public press, generally jump on 
the comptroller’s office under such conditions. 

Mr. Wrexs. Has more than one report shown that condition in 
that particular bank? Is that condition going on month after month 
and year after year? 

Mr. Kang. In this particular bank? 

Mr. Werks. In that particular bank. 

Mr. Kane. No doubt this same loan will run for a long time. 

The Cuarrman. And you can not say what the deposits of the 
bank are? 

Mr. Kane. No, sir; not now. 
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Mr. Murray. I should like to say that that is not the worst case 
that has come under my eyes. There are many worse than that. 

Mr. Kane. Yes; very much more so. I know of a case in which a 
letter of criticism went across my desk within a week, where all the 
capital and all the surplus and all the deposits but a few dollars were 
loaned to the president of the bank. 

Senator Tretimr. The president of the bank? 

Mr. Kann. The president and his allied interests. 

Mr. Vreevanp. But this is not that kind of a case at all. This is 
simply a case of a very large loan on a small capital. 

Mr. Murray. No; this is a case of discounting actual commercial 
paper; but even that case violates the first principle of banking, in 
that it concentrates all of its loans practically in one interest, instead 
of distributing the loans. That is the principal idea of all safe 
banking, at least, and an idea that most bankers carry out—to dis- 
tribute their loans fairly, and not concentrate them in one interest. 

Mr. Paperrr. The question is, back of that: Is it the province of, 
the Government to regulate that discretion ? 

Mr. Kane. It is the province of the Government to protect the in- 
terests of the depositors and the minority stockholders as well. 

The Cuarrman. You have some other cases, Mr. Kane? 

Mr. Kane. Yes; here is a bank that has a capital of $150,000 and 
a surplus of $100,000; the president of the bank and some of the 
directors are interested in a company which has loans amounting to 
$303,563, and some subsidiary companies, in which some of the direct- 
- ors are interested, have loans amounting to $186,826, making a total 
of $490,435 of liabilities that the directors and the concerns in which 
they are interested owe this bank. 

The Cuarrman. What have you said to that bank? 

Mr. Kane. We have criticised the excessive line of lability. 

The Cuairman. Did you ascertain whether they were loaned ac- 
cording to the terms of the law? 

Mr. Kane. They were not reported as excessive loans. If there 
were any excessive loans made in violation of the statute, of course, 
we have power to compel them to reduce those. 

The Cuairman. Do you try to ascertain whether they are loans 
made against values—on real commercial paper ? 

Mr. Kane. They are presumed to have been made against values. 

The Cuarrman. Presumed how? By the fact that they were made, 
or presumed by the examination ? 

Mr. Kane. No; the examiner satisfies himself on that score—that 
this paper is presumed to be genuine commercial paper, given in 
payment for some commodity bought and sold. 


36 _ NATIONAL MONETARY COMMISSION. 


Mr. Overstreet. That is simply the loans. You have not said any- 
thing about the discounts. That is the discounts and loans both that 
you have there. . 

Mr. Kane. Discounts and loans both, in this case. 


Senator Hare. Do you suppose that examination would have dis- 


closed that the large part of the business of this bank in amount was 
concentrated in this one paper ? 

Mr. Kane. Yes, sir. 

Senator Hatz. That is, it would show, even if under the letter of 
the law they were loaning on what would be called “ commercial pa- 
per,” that it was a bank which was not distributing its business and 
having many depositors and many discounts and many persons inter- 
ested, but that most of its business was concentrated for one concern, 
practically? It would show that, would it not? 


Mr. Kanes. It shows that; it shows that too much is loaned to one | 


interest. 

Senator Harz. And you do not think that is intended to be the 
purpose for which banks are chartered and managed under the Gov- 
ernment ? 

Mr. Kane. I do not think it is a very safe condition. 

Senator Hans. I do not think so. I think it is a very unsafe condi- 
tion. 

Mr. Kane. Yes, sir. 

Senator Hate. And I am not content with the fact that they con- 
form technically to the law. I think there ought to be some law that 
prevents such a performance as that. 

Mr. Kann. That is the idea of the recommendation. 

Senator Moxzy. There is no limit to the deposits in that sort of a 
bank, is there? 

Mr. Kanes. No; there is no limit to the deposits in any bank. 

Senator Monry. They take all they can get from anybody. 

Mr. Murray. The Senator said he would like to have a statement 
of the deposits. 

Senator Harz. I meant the amount of deposits showing the re- 
sources of the bank. 

The Crairman. It is conceivable, of course, in a case like this, 
that a large concern (manufacturing or otherwise) in a small town, 
doing practically all the business of the whole community, should 
undertake to do their legitimate financing through one bank. They 
could easily do it through a state bank, I presume. 

Mr. Ovurstreer. It is very common to do that. 

The Cuairman. And the business may be an entirely legitimate 
one. Of course this case appears very bad upon its face, and it may 
be—quite likely is—as bad as it seems. 
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Senator Hate. It is dangerous. 

The Cuarrman. I do not mean to say that under ordinary circum- 
stances it is a good thing to do. 

Senator Harn. No; the old, homely proposition not to “ put all 
your eggs into one basket ” is good, and it ought to apply to banks as 
well as to ether things. 

‘The Cuairman. Within my recollection, in New England, and I 
imagine all over the country, banks were formed largely for the pur- 
pose of doing that very thing. A great many banks existed largely 
for the purpose of furnishing facilities and perhaps capital to the men 
who owned the bank and were practically its only customers and the 
only people interested in its solvency. This was quite common in the 
early days, but I supposed there were very few cases in existence now. 

Mr. Pabexert. That sort of banking was disastrous, too. 

The Cuarman. Oh, yes; I was simply stating the fact. 

Mr. Weeks. I would like to have the department furnish the com- 


- mission with a list of the failures that have occurred in the last ten 


years-due to excessive loans where the loans have not been in some 
way allied with the officers or directors of the bank. 

Mr. VReELAnp. Why not give us the information as to why they © 
did fail, if you are going to look it up? 

Mr. aoe Just why the banks did fail, then. What I want to 
get at is whether it is due to excessive loans. 

The Cuarrman. Of course, there is a class of failures, like those 
in New York recently, where there is a manifest fraudulent purpose 
from the beginning. 

Mr. Weexs. The comptroller’s office knew all about that months 
and months before. 

Mr. Papcerr. Yes; I think they did. 

Mr. Weexs. Everybody else did. 

The Cuairman. I assume that they did. 

Senator Knox. I wonder if they did? 

Mr. Wzexs. Everybody else did. Ido not know whether the comp- 
troller’s office did or not. 

The Cuarrman. I think the correspondence of the department 
would show they did, if we had it. 

Senator Trier. In the case of the Walsh failure in Chicago, I do 
not think that anything showed that there was any intention in the 
beginning to wreck the banks. I think perhaps in the Morse business 
there might have been the intention to wreck the bank before he got 
through. But there are lots of cases where the officer of the bank 
uses his influence to borrow from the bank; and as far as I have ever 
known, those are the cases where the trouble comes. 


38 NATIONAL MONETARY COMMISSION. 


The Cuairman. There was no legitimate paper in that case, I take 
it—no real commercial paper. It was what might be called accom- 
modation paper, or paper in fraud. of the law. 

Senator Trnuer. Yes; but I presume that he intended to protect it. 

The Cuarrman. Go on, Mr. Kane. Have you some other cases? 

Mr. Kane. Here is a bank with a capital of $500,000 and a surplus 
of $130,000; and the total loans, direct and indirect, to directors and 
concerns in which they are interested, amount to $897,000. 

Mr. Weexs. What are the deposits, Mr. Kane? 

Mr. Kane. I have not got the deposits. 

The Cuairman. I think it is very important for us to know the 
business of these banks, and how large a part of the entire business 
is represented by these loans. 

Mr. Overstrerr. Whether or not these directors and officers have 
all of their business concentrated in this one man that has made the 
loan ? 

The Cuatrman. Certainly. 

Mr. Werxs. But those officers and directors might have $1,000,000 
of deposits in those banks. We have got to have all the facts in order 
to know anything about that. 

Senator Hatz. We ought to know the resources of the bank. 

Mr. Kann. Certainly. 

Senator Hare. The full resources. 

Mr. Kans. That information is not given on this sheet. 

The Cuairman. I wish you would furnish it, as it is important for 
us to know, I think. 

Mr. Kane. It can be furnished. 

' Mr. Oversrrent. He might complete that statement. 

The Cuarrman. Yes; complete that. 

Mr. Overstreet. And file the other information later. 

Mr. Kanz. Those are only a few illustrations of how these loans 
run. That will give you an idea of some of them. 

The Cuarrman. Has any State any laws that would prevent bank- 
ing of this kind, as far as you know? 

Mr. Kane. I am not able to say as to that. 

Mr. Burron. That is, a limit on the percentage—a limit on the 
amount that may be loaned to any individual or concern ? 

The Cuarrman. No; as to the amount of paper discounted. 

Mr. Burton. I am pretty sure there are such limitations. I think 
our own state law has such a limitation. 

Mr. Kann. I think the state officials are given greater latitude in a 
great many cases than the comptroller as to when they can close up 
a bank and enforce their regulations. 

Senator Harr. The State regulates the loans of savings banks. I 
do not know about state banks. 
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Mr. Vreevanp. Has Mr. Kane anything else? 
The Crarrman. Yes; he has some other things to say. 
Mr. Kane. The next is section 5205, relating to the impairment of 


_the capital of banks. [Reading:] 


“Section 5205, United States Revised Statutes, impairment of 
capital: 

* Tf a bank’s capital becomes impaired wholly or in part by losses, 
this section requires such impairment to be made good by a stock 


assessment within three months from the receipt by the directors of 
notice from the Comptroller of the Currency, or the alternative of 


e 
¥ 


placing the association in liquidation. Inability or refusal to do 
either within the prescribed time subjects the bank to a receivership. 

“There is an inconsistency between this provision of law and sec- 
tion 4 of the act of June 30, 1876. While the former requires the 
capital to be made good within three months in order to escape a 
receivership, the latter requires the stock of any shareholder who fails 
to pay his proportion of the assessment within that time to be adver- 
tised for a further period of thirty days after the expiration of the 


_three months before it can be sold by the directors to make good 


the deficiency. The directors can not, therefore, enforce payment of 


_ the assessment on delinquent stock under four months from the date 


of receipt of the notice of impairment. 

“These provisions of law are also frequently responsible for the 
unsatisfactory conditions which are found to exist in banks, which 
the comptroller is powerless to correct. Pending the collection of an 
assessment to make good an impairment of capital, the association 
remains in the hands of the same management responsible, in many 
instances, for the losses, either through incompetency, speculation, or 
otherwise. Depositors continue to put their money in the bank to be 
loaned or invested and perhaps lost or imperiled in a like manner. 

“ There have been a number of instances in the past, and there no 
doubt will be others in the future, when it would have been and will 
be for the best interests of all concerned to temporarily close the doors 
of an association whose capital becomes badly impaired, instead of 
requiring innocent stockholders to risk additional capital in the hands 
of an incompetent or speculative management and further imperil the 
funds of confiding and unsuspecting depositors. 

“Under existing law the comptroller has no authority to exercise 
his judgment and discretion in such cases. Where he has reason to 
believe that an assessment can not be collected from stockholders to 
make good an impairment of capital, or where he has no confidence in 
the ability of the board of directors to restore the bank to a satis- 
factory condition, he should have discretionary authority to close an 
association under such conditions pending the reorganization or reha- 
bilitation of its affairs. Such an amendment is recommended.” 


Mr. Murray. I should like to say, Mr. Chairman, that I do not 
approve of that, and would like to state my reasons for it when the 


time comes. 
Mr. Bonyncs. Why not be heard now, Mr. Comptroller ? 
Mr. Murray. I should be very glad to. On the point of an impair- 


ment of capital, I think that a period of three months for letting it 
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run along, and then a month additional in which to advertise the 
stock, is altogether too long. I think a bank that has an impaired 
capital ought to be made to make it good at once. In other words, I 
think that security ought to be behind the depositors of a bank. It is 
a rather disgraceful condition of affairs now, and has always been 
since the National Bank Act was passed forty-five years ago, to allow 
a bank to run along with an impaired capital and still continue to 
take people’s money. Just as soon as there is an impairment definitely 
determined, the comptroller should say that within a very few days, 
a week or ten days, or two weeks (if the people can raise the money 
they can raise it at once) they should make that impairment good. 

The question of temporarily closing the doors is entirely impracti- 
cable, and would ruin every bank that was temporarily closed. The 
hardest thing in the world for a bank to get over is the fact that it 
has even been in distress, let alone closing it temporarily ; and I should 
entirely dissent from that. The thing to do, in my opinion, is to tell 
the stockholders of a bank to make good that impairment forthwith, 
and that failure to do so would be regarded by the comptroller as an 
act of insolvency, and the bank would be wound up. 

Senator Knox. We have a scheme in Pennsylvania that prevents 
all that sort of nonsense. We make the directors personally re- 
sponsible for any deposits received after the capital has been im- 
paired, which makes them pretty alert. 

Mr. Murray. I think that is very good. But the Government lets 
a bank run along simply as a trap, very often, for people; and the 
Government is severely criticised, and justly so, for allowing a bank 
to continue to do business for four months when its capital is some- 
times entirely wiped out.’ We have had occasions where a 100 per 
cent assessment has been necessary. The capital has been entirely 
gone; and still, under the law, they can continue to do business for 
four months, and then, probably, after taking in a lot of new business, 
getting new depositors, and probably increasing their Kability in 
their deposit line, they close. It is nothing else than a scandal. A 
bank, with an impaired capital, ought not to be allowed to do business. 

Mr. Werxs. Do you not think that you would have to put in 

some definite limit, like thirty days, instead of saying “ forthwith ?” 
Do you think it would be any hardship if that time were limited to 
thirty days? 
_ Mr. Murray. I think that is too long. I do not see why a bank 
should go along in an unsafe condition and advertise that it has 
$100,000 of capital when it has not a dollar, and a 100 per cent addi- 
tional liability of the stockholders (which would make $200,000 of 
security for the depositors—$100,000 of capital and $100,000 of. stock- 
holders’ liability) when the stockholders can not respond to that 
assessment. 
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- Mr. Werxs. Frequently the stockholders are widely scattered, and 
it takes time to get notices to them. 

Mr. Murray. Yes; but never more than a week, or three or four 
days. 

Mr. Bonyncer. But the bank officials would know of the impair- 
ment of the capital long before you called it to their attention, and 
they could provide against it even without waiting for thirty days. 
Is not that true? 

Mr. Murray. Thai is the very last thing the officers of a bank will 
admit—an impairment of capital. Half of the comptroller’s time is 
taken up with listening to arguments against the report of the ex- 
aminer that the capital is impaired. They always hold that the 
assets which they have are worth 100 cents on the dollar, and will 
not admit that they are not when it is absolutely apparent to every- 
body else. I believe the impairment of capital ought to be promptly 
made good; and the rest of the argument here as to temporarily 
closing the doors, and so forth, I entirely disagree with. 

Mr. Werks. Suppose the directors were required to furnish a bond 
within a reasonable time that the capital would be made good ? 

Mr. Morray. If the directors are financially responsible, and if 
such a bond could be drawn, that would hold them. 

Mr. Werxs. A bond could be furnished by a surety company that 
would not require any responsibility on the part of the directors. ; 

Mr. Murray. The question of a bond is not very satisfactory. My 
experience in the department with bonds is that every defense that 
can possibly be interposed is always interposed to a bond; and I do 
not think that is the kind of security the depositors ought to have. 
They ought to have the capital and $100,000 additional liability at 
all times behind the deposits. 

Mr. Weeks. I mean temporarily, of course; not permanently. 

Mr. Murray. That would be a very great improvement on the 
present condition, when there is nothing—no security at all. 

Mr. Weexs. I supposed the Government was encouraging surety 
companies all the time. 

Mr. Papeerr. Would the personal liability of the directors for de- 
posits received be a good remedy ? 

Mr. Murray. Suppose the personal liability of the directors does 
not amount to anything? 

Mr. Papcerr. I know; but on the general proposition the directors 
of the bank are responsible. 

Mr. Murray. It is not the general proposition; it is less than 
50 per cent. The Government has levied an assessment of about 
$44,000,000 since the national banking system went into effect, but 


it has only collected $20,000,000, or about 45 per cent. 


Mr. Papcerr. Yes; but that is on the stockholders. 
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Mr. Murray. Stockholders, of whom the directors are part. The 
proportion is about the same. 

Mr. Papcerr. In our State it is a felony for a State bank to receive 
deposits when the officers know that the bank is insolvent. 

Mr. Burton. To what extent do you think the management of the 
banks would be hindered by deterring men from acting as directors 
in case the rule should be made more severe as to their liabilities? 
Have you considered that question? Where do you draw the line 
on it? 

Mr. Murray. I think the people who would drop out would be 

one-thousandth of 1 per cent of the present directors. 

Mr. Burron. That is, even if they were much more severe ? 

Mr. Murray. If they were made very much more strict than they 

are. 

Mr. Burton. You think you would still get a good class of direct- 
ors? 

Mr. Murray. The very highest; and the people that we would lose 

would be no disadvantage to the institutions that they would drop 

off from. 

Mr. Wrrxs. Have you ever been a director, Mr. Comptroller ? 

Mr. Murray. No, sir. . 

Senator Kwox. Do you believe that you could get anyone who 
was responsible to act as a director of a national bank if the law re- 
quired every director to know that every name signed to every obli- 
gation that the bank held was the genuine signature of the person it 
purported to be? 

Mr. Murray. I do not think you could find that kind of a man in 
the United States, or in the world, Senator; and it was to establish 
that fact officially that I asked the question in my list of questions. 

Senator Knox. I thought not. 

Senator Harn. I want, if I can, to get at the extent of this evil of 
the impairment of the capital of banks. In the course of a year—in 
twelve months—how many cases have come to your knowledge of 
serious impairment of the capital of a bank out of this number of 
say some 7,000 banks? Is that the number? 

Mr. Murray. Yes, sir. 

Senator Harz. How many cases of this kind have come to you? 
I mean in all the cases of an impairment of the capital. Is the per- 
centage large? 

Mr. Murray. I should say, on the whole, that the percentage was 
rather small. 

Senator Hate. About how many in a year? 

Mr. Murray. I will make the estimate since the 1st of September. 
I have in mind a maximum of 10 cases of impairment. 

Senator Harz. Since last September ? 
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Mr. Murray. By rule of thumb, I should say about 10. 

Senator Hate. In three months? 

Mr. Murray. In three months; but that is less—how many assess- 
ments have you levied ? 

Mr. Kann. That is where you levy assessments; but there are a 
number of cases 

Mr. Murray. There are a number of cases where we do not levy 
an assessment and they promptly make it good. 

Senator Hate. What I meant to include was all the cases that come 


to you where this mischief of the impairment exists. 


Mr. Murray. Mr. Fowler, you used to make out those certifi- 
cates. Would you say 10 per cent of the banks was too much? 

Mr. W. J. Fowter. I think so. 

Mr, Murray. I think so, too. Would say 5 per cent was too high? 

Mr. Fow er. That is high. 

Mr. Morray. It would run about 200, I think. 

Senator Hare. In a year? 

Mr. Murray. Yes; which would be between 3 and 4 per cent. 

Senator Hare. About 3 or 4 per cent—2 per cent? 

Mr. Murray. Three per cent. 

Mr. Weexs. Mr. Chairman, I notice that the comptroller dissented 
from certain views which Mr. Kane read. Are those Mr. Kane’s 
views, or are they the expression of the Treasury Department’s 
opinion, or the comptroller’s department, or what? 

Mr. Kane. During Mr. Murray’s absence last summer the Secre- 
tary requested me to prepare for submission to this commission such 
amendments as experience had shown to be necessary in the adminis- 
tration of the banking laws; and these recommendations were pre- 
pared by me after consultation on some of these subjects with some of 
the other officers of the bureau. ¢ 

Mr. Burron. I take it that you consider that when the capital is 
impaired it is a more serious thing; that the bank is in danger, and 
there should be a closing of the institution until you can find ie lost 
capital ? 

Mr. Kane. I simply suggest that the comptroller be given discre- 
tionary powers in that connection; that where he has no confidence 
in the ability of the board of directors or the management of that 
bank to put it into shape, he ought not to be required to wait until the 
time expires under the law, but ought to be allowed to close that bank. 
Tt will be closed under such conditions anyhow; and why not close 
it at once as well as to wait thirty days or three months, and save 
those people from putting additional money in that bank, stock- 
holders as well as depositors? 

‘Mr. Burron. That is an authority that you, of course, believe in 
exercising only in very extreme cases? 
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Mr. Kang. Yes; a discretionary authority, for use in extreme cases. 
We have had cases of that kind where I felt confident that the bank’s 
capital would not be restored, and after the three months expired 
the examiner returned to the bank and found that the bank’s capital 
had not only not been restored, but that the bank was in a worse 
condition than it was when they received the notice that it was 
impaired. Then we closed it up. What is the use of letting a bank 
like that run along for three months, until that condition is reached ? 

Mr. Murray. There is where I disagree with Mr. Kane. I do not 
think that discretion ought to be lodged in the comptroller. I think 
he ought to make demand on the bank to make good the capital, and 
failing in that in a reasonable time, he ought to close it. I think it 
is a dangerous discretion, and giving that discretion would bring 
untold criticism on the head of.the comptroller, who would be charged 
jn every case with closing a solvent bank. He is generally charged 
now with closing a solvent bank when it is notoriously insolvent, 
and it is a discretion that I should very much dislike to see in the 
law. The thing to do, in my opinion, is to make the capital good at 
once, or, failing in that, to close it. 

The Cuairman. Mr. Kane, you may go on with your next recom- 
mendation. 

Mr Kane (reading) : 

“ Liabilities of officers and directors: 

“Another fruitful source of danger to banks, frequently resulting 
in unsatisfactory conditions, large losses, and insolvency, is the too 
free use of the funds of the association by its executive officers and 
directors. 

“ The law should be amended to prohibit the active officers and em- 
ployees of a bank from borrowing its funds in any manner except 
upon application to and approval in writing by the board of directors. 

“The direct and indirect liabilities of a director who is not an 
executive officer of the bank should be restricted to a fixed percentage 
of the paid-in capital of the association, and all such liabilities should 
be required to have the approval in writing of a majority of the 
board of directors, duly recorded before such liabilities are incurred. 

“A specific penalty should be provided for violations of this pro- 
vision, enforceable against the individual officers or directors offend- 
ing. 

“Tt is not uncommon to find in the reports of condition and of 
examiners limit loans made to officers and directors of banks, and at 
the same time liabilities as indorsers for amounts equal to or in excess 
of the capital stock of the bank. Frequently the indirect liabilities 
are simply accommodation notes indorsed by the officers or directors 
and made for their benefit, or the notes of some concern in which they 
are interested.” 

That goes back to the question that we discussed before, of fixing 
a limit on discounted paper—commercial paper. 
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Mr. Burton. A bank would have full authority to provide by- 


_ laws now, would it not, under which regulations could be made for 


directors passing upon the loans? 

Mr. Kanr. Yes, sir. 

Mr. Burton. Do you know of any banks having such by-laws? 

Mr. Kane. There are some banks that have some such by-laws, 
and pass upon the loans in that way; but I think they are the excep- 
tion to the rule. [Reading:] 


“ Section 5139, United States Revised Statutes, ownership of shares 


of capital stock, and joint occupancy of the same quarters by two 


banking institutions: 

“The Supreme Court of the United States has held that it is 
unlawful for a national bank to purchase or invest in the shares of 
stock of other corporations. While it is believed that the national- 


- bank act does not contemplate that the stock of national associa- 


tions should be owned by other corporations, the laws of some of the 


_ States authorize such ownership. In a number of cases the entire 


capital stock of a national bank is owned by another banking insti- 


- tution incorporated under state authority, except the five or ten® 


shares (as the case may be) required by the national law to be owned 
by each director. These shares, too, are practically owned by the 
same corporation, as the directors of the bank are usually officers or 
directors of the other institution, which generally occupies commu- 
nicating or adjoining quarters in the same building with the national 


~ bank. 


“Where two concerns closely allied in this respect fail, and the 
stock of the national bank is largely or wholly owned by the other 
corporation, the liability which attaches to such stock as an asset 
for the benefit of the creditors is largely impaired, if not wholly 


— nullified. 


“ The operation of another banking institution in the same build- 
ing with a national association is very objectionable. Where this 
close relationship exists, the national bank is exposed to danger when- 
ever there is any lack of confidence in the other institution, and vice 
versa; and a satisfactory examination of either institution can not 


~ be made without a simultaneous examination of both. This is some- 


times difficult to bring about, but is effected whenever possible. In 
several instances of failure of national banks which occupied this 
close relation with another banking institution, gross irregularities 
and criminal violations of law have been discovered which could only 
have been detected by a simultaneous examination of both institu- 
tions. 

“This section should be amended so as to prohibit the stock of 
national banks from being owned by corporations, except such as 
may be taken in satisfaction of debts due the corporation. While 
such a law could be circumvented by the directors holding the stock 
in their individual names, if they were financially responsible they 
could be held individually liable for the stock assessment. They can 


- not be so held when the stock is owned by their corporation. 


“Jt should also be amended so as to prohibit: any national associa- 
tion from occupying the same building or communicating buildings 


46 NATIONAL MONETARY COMMISSION. 


or quarters with any other banking institution. The State of Massa- 
chusetts has passed a law prohibiting such joint occupancy by savings 
banks.” 

Mr. Werks. You do not object to putting national banks in the 
same building, do you? 

Mr. Kann. There would not be so much objection to that, because 
the examiner would have control of both those institutions; but it 
is better to have them separated. 

Mr. Bonyncr. How do you enforce such a regulation as that? If 
a national bank has rented its quarters, for instance, in a building, 
and some other institution comes along and rents adjoining quarters, 
what’ is the national bank going to do—move out? 

Mr. Papnerrr. He says “ communicating.” 

Mr. Kane. Communicating—in the same office or communicating 
offices. 

The Cuarrman. Would you establish a limit of 100 feet, as they 
_do in cases of saloons? 

Mr. Kane. In Massachusetts the law prohibits two banks from 
being in the same building; does it not, Mr. Weeks? 

Mr. Weeks. It prohibits a savings bank from being in the same 
building with a state bank or trust company; does it not, Mr. Beal? 

Senator Harn. I think that is right. 

Senator Knox. Would your suggestion cover a case of this kind: 
If a trust company wanted to make an investment for an estate in 
the stock of a good national bank, would your suggestion here pre- 
vent that? 

Mr. Kans. Where the ownership of the stock would be in the 
estate ? . 

Senator Knox. No; it would be in the trust company. 

Mr. Kane. Yes; it would cover all cases of that kind. Here is 
an illustration of how some of the stock of national banks is held: 
Here is a trust company which owns 200 shares out of 250. Here is 
another trust company which owns 170 shares out of 250. Another 
one owns 2,900 shares out of 3,000; another one, 272 shares out of 
500; another one, 2,900 shares out of 3,000; another one; 9,830 
shares out of 10,000. Others are as follows: Four hundred and eight 
shares out of 500; 255 shares out of 500; 1,480 shares out of 1,500; 
840 shares out of 1,000; 300 shares out of 1,000; 1,000 shares out 
of 7,000. 

The Crartrman. Have there been losses on account of the stock 
ownership in these cases? 

Mr. Kane. There have been some very bad failures and losses 
in cases of this kind. 

The Cuamman. On account of corporate ownership of stock? 

Mr. Kanz. Yes—corporate ownership and close relations. 
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The Cratrman. Yes; but your amendment suggests a different 
proposition. 4 

Mr. Kane. Wherever you find this condition, you find that the 
officers of the trust company or other bank are also officers and direct- 
ors of the national bank, so that the two are under practically the 
same management. 

Senator Harn. What is your knowledge about the purpose in these 
cases of getting control and ownership by a cor poration of shares in 

national banks? Is it ordinarily done for investment or for the pur- 
pose of controlling and exploiting the bank itself? What do you 
think is generally the purpose ? 

Mr. Kane. It is done for the purpose of controlling the fe Site 
of the institution. 

Senator Hate. Not as an investment ? 

Mr. Kane. Not as an investment, I should think not. 

The Carman. I know of two or three cases of that kind per- 
sonally, where large trust companies have bought stocks in national 
banks for the purpose of controlling the banks, but for an entirely 
legitimate and proper purpose. They prefer to have a national bank 
as an adjunct of their business, a part of their general organization. 

Mr. Werxs. The laws of Massachusetts permit savings banks to 
invest in national-bank stocks; and they have done so to a consid- 
erable extent. 

The Cuatrman. They do in our State, too. Savings banks in my 
State are large owners, for investment, of the stocks of national 
banks, and trust companies are also; and those trust companies and 
savings banks are certainly responsible stockholders. 

Senator Harz. Oh, they can do that. 

The Cuarrman. There is no question about their liability. 

Senator Hare. They do it with us, but they do it as an investment. 
Generally, I think, the savings banks do it entirely as an investment. 

Mr. Pancerr. Do you know, Mr. Kane, of any instances where there 
has been a failure of a bank, and its stock was owned by a trust com- 
pany, where the trust company was not responsible for the stock? 

The Cuamrman. You mean liable on the stock? 

Mr. Kane. Yes; in some cases where the corporation is prohibited 
or not authorized to own the stock, it is not liable for the assessment 
on it. 

Mr. Weexs. Do you mean not able to pay it? 

Mr. Kane. Not liable for it, even if they were able to pay it. 

The Cuairman. That would be clear, of course; if they did not 
have any title they could not be assessed; but if they had title, it does 
not seem to me that there could be any question about it. You do not 
know of any losses resulting to depositors on account of that, do you? 
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Mr. Kann. We know of losses to the extent of the stock liability 
that we were not able to collect from those corporations. 

The Cuarrman. Trust companies? 

Mr. Kane. Yes, sir. 

Mr. Pavcrrr. Of trust companies or savings banks? 

Senator Triier. That was because the trust company had not a 
right to buy the stock? 

Mr. Kane. No; because the trust company was insolvent at the 
same time that the bank was. 

The Crarrman. That might have been the case in Chicago, in the’ 
Walsh case. 

Mr. Kane. No; the one I have in mind was not the Chicago case. 
It was a New Jersey case. 

Mr. Papcrrr. To what extent has that been so? Is it simply an 
_ isolated case, or is it enough to attract attention ? 

Mr. Kane. Oh, no; there are other cases of the same kind. I do 
not know that there are a great many of them. 

The CuHarrman. Would you suggest forbidding all corporations 
owning national-bank stock ? 

Mr. Kane. The national banks are prohibjted from owning the 
stock of other corporations, and I would prohibit other banking cor- 
porations from owning stock in national banks. 

The Cuatrman. Only banking corporations? 

Mr. Kane. Only banking corporations. 

The CuarrMan. You would not apply that to industrial corpora- 
tions ? 

Mr. Kane. No, sir. 

Mr. Murray. Mr. Chairman, I should like to dissent from that. I 
do not think that discrimination against the ownership of bank stock 
should be incorporated into law. The only thing that I do think we 
ought to see to is that the person owning the stock is legally responsi- 
ble for the assessment. A corporation which is not legally liable for 
the assessment on the stock of a bank if it fails ought not to be allowed 
to be a stockholder; because the bank advertises 100 per cent addi- 
tional security of its shareholders, and the Government says that 
shareholders shall be responsible for that. If it allows the stock of 
national banks to be owned by some one that can not legally respond or 
can not legally be held for this assessment, it is allowing something 
to be done that it seems to me ought not to exist. But with that limi- 
tation, I think it is as far as we should go. 

Mr. Wrrxs. I do not see how you would determine that, because 
there are very many individual stockholders who can not respond 
when an assessment is made, 

Mr. Murray. I do not mean respond financially; I mean respond 
legally. 
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Mr. Werks. Oh, legally! 

Mr. Paperrr. He refers to companies which can not legally own 
the stock. 

Secretary Corretyov. Mr. Kane, to what extent has that practice 


grown of late years? Has it grown perceptibly? 


Mr. Kane. Yes, sir; it is growing very perceptibly. The practice 
tends to increase. 

Secretary Corre.you. Is that so in the last three or four years? 

Mr. Kane. Yes, sir. 

The Cuarrman. You may go on, Mr. Kane. 

Mr. Kane (reading) : 

“ Section 5211, United States Revised Statutes, reports of condition. 

“ This section should be amended so as to require reports of condi- 
tion to the Comptroller of the Currency to be made in duplicate. 

“ Banks are requested to make their reports in duplicate and to 
retain a copy on the files, in order that the examiner may yerify it 
with the books at the subsequent examination. Duplicate report 
blanks are sent to each bank at the time of a call. Many banks neglect 
or refuse to retain a copy. Many others retain only an incomplete 
or imperfect copy. In such cases, the examiner has no means of 
checking up the report with the books. 

“Tn a number of instances where banks have failed, and a copy of 
the original report on file in the comptroller’s office has been sent to 
the examiner or receiver and compared by him with the books, delib- 
erate falsifications have been shown. In other cases, the bank’s re- 
tained copy agreed with the books, but did not agree with the report 
furnished the comptroller. The bank officer in such cases responsible 
for the falsification, knowing that the examiner would verify the 
retained copy of the report with the books, made it correspond with 
the records of the bank, but, assuming that the examiner was not likely 
to compare the retained copy with the original report made to the 
comptroller, deliberately falsified the latter, _ ies 
~“ The comptroller has long realized the necessity of having original 
reports of condition compared by the examiner with the books of the 
bank; but this practice has not been put in force because of the addi- 
tional labor which the copying of over 6,800 reports five times a year 
would entail upon the force or upon the examiners. 

“Tf the law were amended to require the banks to execute their 
reports in duplicate and to send both to the Comptroller of the Cur- 
rency, one copy could be sent by the comptroller to the examiner for 
comparison with the books at the time of the subsequent examination. 
This would impose very little labor upon the bank; and under this 
arrangement the certainty of detection of any falsification of a report 
would act as a deterrent upon the bank officer disposed to practice a 
criminal deception of this character upon the comptroller.” 


The Cxuatrman. Is there anything that prevents the department or 
the comptroller from requiring triplicate copies of reports to be made? 
Mr. Kane. There is nothing to prevent the comptroller from re- 
quiring it; but the banks will not comply in every case. 
63739—08——_4 
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The Cuairman. They can be made to do so. It does not seem to 
‘me that that is a matter with reference to which the law needs to be 
amended. That is a matter of administration, I should say. | 

‘Mr. Kane. How will the comptroller enforce compliance? 

The Cuarrman. He can have the copies made himself if it is 
important. 

Mr. Kane. Exactly; but there is where the difficulty hes. 

The Crairman. It is not Bee to change the law to enable him 
to do that, I assume. 

Mr. Kane. That would throw the copying on our office, and would 
require the limited force of clerks there to copy 7,009 reports five 
times a year. 

The Cuarrman. Then you had better appeal to the Appropriations 
Committee to give you more force. 

“' Mr. Kann. It would be a very simple and easy matter for pe bank 
to make a report in duplicate. 

. Senator Harr. Have you ever asked them to do it where they have 
J ? 

Mr. Kann. We have repeatedly instructed them to keep copies of 
the reports on file, but. they do not do it. Ina great many cases the 
examiner can not find a copy of a report. 

Senator Harr. Are there many real cases that arise of this dis- 
erepancy between these reports? 

Mr. Kanr. We have had a number of failed-bank cases where the 
original reports have been sent to—— 
’, Senator Harz. You have found them in banks where you have 
taken possession, where they have failed ? 

Mr. Kane. Yes; and then the examiner or the receiver compared 
the original copy of the reports with the books and found these falsi- 
fications. 

Senator Harn. Is there no statute providing punishment and pen- 
alty for a thing of that kind? 

Mr. Kann. Oh, yes. 

Senator Hatr. For an officer of the bank that makes this falsifi- 
cation ? 

Mr. Kane, Yes, sir. 

Senator Hate. You can enforce that? 

Mr. Kane. It is a misdemeanor;.we can enforce that. But there 
may be a number of cases that we know nothing about. 

The Cuarrman. You may proceed. 

'Mr. Kane (reading) : 

“ Publication of liabilities of officers and directors: 


‘ “ Another suggestion in connection with section 5211, United States 
Revised Statutes, is submitted for consideration. This section con- 
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fers upon the comptroller power to prescribe the form in which 
reports of condition shall be made and published. 

“While the banks are required to and do report to the comptroller 
the individual liabilities, direct and indirect, of officers and directors, 
no comptroller ever has required the publication of such liabilities, 
although generally they have admitted the advisability of such pub- 
lication. 

“While no amendment to the law is necessary to secure such pub- 
lication, ample power being already conferred upon the comptroller 
for that purpose if he chooses to exercise it, the publication of lia- 
bilities of this nature in the aggregate would have a very wholesome 
effect, and tend to keep such liabilities within reasonable and pru- 
dent limits, as the published statements of a bank would show to the 
stockholders and creditors how much the officers and directors owe 
the association in the aggregate. 

“ This matter should be no longer left discretionary with the comp- 
troller; but the law should be amended, making it compulsory for 
every bank to publish in the aggregate the direct and indirect lia- 
bilities of its officers and directors. 

‘I do not mean by this to publish the individual liabilities of offi- 
cers and directors, but that total liabilities of this nature be required 
to be shown in the published statements of each bank.” 


The Cuatrman. Do you mean contingent liabilities as well as di- 
rect liabilities? 

Mr. Kane. Direct and indirect would show in the aggregate. They 
show that information on the inside of the report that is made to the 
comptroller now, but not in the published statements. 

The Cuarrman. You think that that would be a desirable thing to 
publish, do you? 

Mr. Kane. I think it would be a very effective thing. 

The CuarrMan. Effective in what way? ; 

Mr. Kane. Effective in keeping such liabilities within the limits 
of prudence. It would have more effect than all the correspondence 
we could send out from the office. 

Senator Knox. Is it your idea that you would mention the name 
of the directors? 

Mr. Kane. No, sir; just the aggregate of liabilities. 

Senator Knox. Suppose there were 18 directors, and you have a 
publication to the effect that the directors, directly and indirectly, owe 
$2,000,000 to the bank—you put every director under suspicion before 
the public, do you not? 

Mr. Kane. If that liability was beyond the limits of prudence, it 
would. 

Senator Knox. But I might be a director and not owe a cent t 
the bank, directly or indirectly. 

Mr. Kane. Then you would look after those who did owe it too 
much. 

Senator Knox. But it might be perfectly good. 
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Mr. Kane. And you might try to make them reduce their lia- | 


bilities. 

Senator Knox. But suppose it was a perfectly prudent thing? 

Secretary Correnyou. How are you going to make this publica- 
tion, Mr. Kane? 

Mr. Kane. On the face of the published reports. 

Seeretary Corretyovu. You mean the published reports of the con- 
dition of the banks. 

Mr. Kann. Yes, sir; under each call. 

Secretary Corre.you. You would simply embody that in the gen- 
eral report of condition ? 

Mr. Kane. Yes, sir. 

The Crairman. In the aggregate of all banks, you mean ! 

_ Mr. Kanr. When each bank publishes its report of condition, it 
would simply put in the published statement the same information 
that is contained on the inside, which shows the liabilities of officers 
and directors, direct so much, and indirect so much; it would show 
the total of those in the published statement. 

Mr. Burton. I understand that in every statement you would 
include that, just the same as bills discounted, amount due from 
state banks, etc. ? 

Mr. Kann. Yes, sir. Now it is all covered up in laons and discounts 

Mr. Burron. You would sever it from loans and discounts and 
and give it as a separate item ? 

Mr. Kane. Yes, sir. 

Secretary Corretyovu. Is not that done in the revised statements in 
New York of the state banks and trust companies? 

Mr: Kane. I do not know. I think there was some movement made 
to have it done in New York and in one of the Western States—Michi- 
gan or Wisconsin. 

The Cuarrman. I think it is not done in New York. 

Mr. Murray. Mr. Chairman, at the proper time I should like to 
dissent from that. I do not think that is the way to get at it. 

The Cuairman. It strikes me, as Mr. Knox suggests, that in some 
cases where the loans were absolutely legitimate and beyond question 
it might throw the same discredit upon a bank that it would if they 
were improper loans. There would be no way of discriminating on 
the face of the papers between loans that were absolutely proper and 
loans that were very improper. 

Mr. Werks. Every dollar of that indebtedness might be secured by 
the highest-grade collateral. 

The Crarrman. Yes; exactly. 

Secretary Corretyov. I think that that is just like a number of 
these other suggestions, and would take us back to my original propo- 
sition of more thorough banking examination. A great many of 
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these things will be straightened out if we have thoroughly adequate 
supervision. 

Mr. Murray. Mr. Chairman, that is such a pointed discrimination 
against the management of a bank—for no good reason, it seems to 
me—that it would be unwise to do it, if for no other reason. Why 
discriminate against the officers and directors of a bank whose loans 
may be perfectly good and leave the other large loans to the people 
not connected with the management not mentioned at all in the publi- 


- vation? It would be a very pointed discrimination. 


va 


The Cuarrman. Go ahead, Mr. Kane. 
Mr. Kane (reading) : Section 327, United States Revised Statutes. 


“This section provides for a Deputy Comptroller of the Currency, 


_ to be appointed by the Secretary of the Treasury, and empowers him 


to perform the duties attached by law to the office of comptroller 
during a vacancy in the office or during the absence or inability of the 
comptroller. He is required to give a bond in the penalty of $50,000. 

“The legislative, executive, and judicial appropriation bill ap- 
proved May 22, 1908, provides for an additional deputy comptroller, 
but confers no power upon him nor authority for his appointment by 


__ the Secretary of the Treasury, as in the case of the other deputy. It 
~ simply provides for a deputy comptroller at a salary of $3,000 per 


annum. This deputy must therefore be appointed by the President 
and confirmed by the Senate. 

“ The anomaly is hereby presented of one deputy appointed by the 
Secretary of the Treasury and a lower-class deputy by the President. 
The status of the additional deputy should be specifically defined, as 
in the case of the first deputy, in order that there may be no question 
as to his powers or conflict of authority. The above-mentioned sec- 
tion should therefore be amended so as to provide for an assistant 
deputy. the same as in the case of the Deputy Assistant Treasurer of 
the United States, to be appointed by the Secretary of the Treasury, 
with power to perform the duties attached by law to the office of 
comptroller during the absence or inability of the comptroller and 
the deputy comptroller. The assistant deputy comptroller should also 
give bond in the penalty of $50,000. ; 

“Tt has been suggested that both deputies should be presidential 
appointees. I do not agree with this suggestion. I do not think it 
would be for the best interests of the service to make these places 
political appointments. ' ne 

“The assistant deputy comptroller should be a classified civil- 
service employee, the same as the deputy comptroller, and the latter 
position should be retained in the classified service. 

“To take these places out of the classified service and make them 
presidential appointments would subject them to political changes 
with each succeeding administration, with the result that in the future 
it would be possible, as in the past, before the position of deputy 

-comptroller was classified, to have three inexperienced officials, un- 


- ‘familiar with precedents and the practices of the office (which it takes 


time to acquire), in charge of the bureau at the same time. These 


_ two positions should be always filled by promotion from the ranks of 


those who, by years of training in the service, have acquired the 
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knowledge and experience necessary to qualify them for the places, 
and make them competent and safe advisers of a new and iexpe- 
rienced chief, upon whom he can confidently rely to properly conduct 
the business of the bureau during his absence or inability.” 

The Crarman. You would apply different rules to those than 
you would to bank examiners ? 

Mr. Kann. Yes, sir. They are different positions altogether. i 

The CuarrMan. One directs the business of the other. 4 

Mr. Murray. Mr. Chairman, I should like to dissent from that. 
Shall I dissent now? Will that save time, or shall I wait until 
later ? ) 

The Cuarrman. Your dissent will be noted, and you can give 
your reasons later. {| 

Secretary Corretyovu. You will notice that there is some difference - 
of opinion on these banking matters even in the office of the comp- 
troller, as well as in the banks. 

The Cuarrman. We are more or less accustomed to these differ- 
ences. 

Mr. Murray. They are good-natured differences of opinion. : 

Mr. Kane. That is because these suggestions were prepared in Mr. 
Murray’s absence, during the summer. They are my individual . i 

‘ 


views. They are not Mr. Murray’s. 

Mr. Murray. Briefly, Mr. Chairman, I think there should be two 
deputy comptrollers. 

Secretary Correnyou. That is the reason that I was very careful | 
to say that these were by way of suggestion, and I was very glad to 
have a few of these disputed questions, because I think the discussion 
of them will be a good thing for all of us. 

The Cuarrman. You have no specific recommendations yet ? . 

Secretary Corrrryou. No; I have no specific recommendations at 
present. if 

Mr. Murray. As I say, Mr. Chairman, I think there should be 
simply two deputy comptrollers, both on an even footing, both get- ~~ 
ting the same salary and having their work divided up by the comp- | 
troller, exactly as the Secretary of the Treasury does now with his 
assistants. There ought to be no deputy and assistant deputy. There 
should be two deputy comptrollers. The appointing power may be ~ 
in the President or the Secretary of the Treasury, just as the com- 
mittee may see fit to draw the statute. But they should be on an even 
keel and get the same salary, and their work should be assigned to 
them by the comptroller just as the Secretary of the Treasury assigns 
the work to his assistants now. 

Secretary Corretyovu. It seems to me that what would be in the 
nature of specific recommendations would better be in the form of a 
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bill that would be drafted according to the suggestions you have just 
made. 
Mr. Kanz. The matters that follow now are all of minor ee 
tance. [Reading:] ¢ 51h 
“Section 5209, U. S. R. S—False Reports of Condition This see- 
tion makes it a misdemeanor for any officer or employee of a bank‘ to 
make any false entry in any book, report, or statement of the associa- 
tion with the intent to deceive any officer of the association or any, 
agent appointed to examine the affairs of the association. 
“In some instances United States attorneys and the’ courts have 
held that it is not a violation of this section for a bank officer to make 
a false report of condition to the Comptroller of the Currency, inas; 


much as the Comptroller of the Currency is not mentioned in the 
section. 


“The section should be amended so as to make the penalty apply to 
false reports to the comptroller.” 

The Cuarrman. I think, Mr. Knox, that we had that matter under 
discussion in the Senate, and I maereensa that you had made | tp. 
your mind that they were included. 

Senator Knox. That was always my opinion—that a false report 
to the Comptroller of the Currency came within the provisions of the’ 
law. If there is any doubt abont it, there is no doubt that it ought 
to be. 

The Cuarrman. Yes; undoubtedly. 

Mr. Weeks. Have the courts passed on it? 

Senator Knox. I am not quite sure. I think the courts have. 

Mr. Pavcrrr. Did you say the courts had passed upon it? 

Mr. Kane. Yes: but the district attorneys principally hold to this 
view. 

Senator Knox. That does not amount to much. 

Mr. Murray. They convict people right along for doing it. 

Senator Knox. I think I stated that in the Baie 

The Cuarrman. Yes; you did. That is the reason I made the sug- 
gestion. I remember it perfectly well. 

Senator Knox. What is the section ? 

Mr. Kane. Section 5209. You can not indict a man for making a 
false report to the comptroller under that section. 

Senator Tetter. That is, you mean to say the district attorneys: mall 
not present it to the grand jury as a crime? 

Mr. Kane. Yes; ee will not draw an indictment. 

Senator Knox. The Attorney-General has control of that, and of 
course he could direct the thing to be done. 

Senator Trnier. He could, of course. 

‘Senator Kwox. That section does not seem to be here. 

The CuatrmMan. It looks to me as though you had quite a number 
of things there yet, Mr. Kane. 
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Mr. Kane. Quite a number: I am about half through with them. 


Mr. Bonyncr. You say the balance are of minor importance? 

Mr. Kann. They are all matters of minor importance, with the 
exception of one or two of them that cover the transfer of stock to 
evade shareholders’ liability. 

The Cuarrman. I think we will try to have those printed, so that 
they can be laid before the commission to-morrow morning. Per- 
haps when we get back here after the recess Mr. Kane had better read 
the most important ones, and then we will have the whole printed. 

Senator Trtter. Mr. Kane has just referred to the matter of the 
transfer of stock. I think that is quite an important matter, and I 
should like to have him read that when we return. 

The Cuarmman. Yes; Mr. Kane, we will have you read the most 
important ones when we get back. 

Senator TeLter. Then we will have them all printed. 

The Cuatrman. How much time will you probably require, Mr. 
Murray ? 

Mr. Murray. I have been giving my ideas as Mr. Kane has been 
going along, in order to save time, so that I would not have to go 
over the ground again. In the main I assent to all of these sug- 
gestions, but here and there I do not. 

The Cuarrman. You have some suggestions about remedies in a 
general way, however ? 

Mr. Murray. I should like to give my views on that point. 

The CuairMan. You will give us your general plan this afternoon ? 

Mr. Murray. I shall be very glad to. 

The CHarrman. We will be able to finish up this afternoon, I 
think, with both of you. We will stand adjourned until 2 o’clock. 

(The Commission thereupon took a recess until 2 o’clock p. m. of 
the same day.) 

AFTER RECESS. 


STATEMENT OF MR. THOMAS P. KANE—Continued. 


The Cuamman. Mr. Kane, I think you may as well go on. 

Mr. Kane. Mr. Chairman, do you wish to have me go over all of 
these remaining suggestions or only the principal ones? 

The Cuairman. Any that you think are important. 

Mr. Kann. There are a good many things of minor importance 
here. 

The Cuarrman. You can go on with them. 

Mr. Kane (reading) : 
_“ Section 5172, United States Revised Statutes. Signatures to na- 
tional bank notes: 

“'This section provides that national bank notes shall be signed 


by the president or vice-president and cashier of the association issu- 
ing the notes. 
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“It frequently happens that the office of cashier is temporarily 
vacant or the cashier is absent or sick and unable to sign the circu- 
lation, causing considerable delay and inconvenience to the bank. 

“As the vice-president is authorized to sign circulating notes in place 
of the president, it is recommended that the assistant cashier be also 
authorized to sign in place of the cashier. 

“ Statute of limitations. Shareholders’ liability, insolvent banks: 

“ The courts have held that as Congress has provided no statute of 
limitations applying to any action for the enforcement of share- 
holders’ lability, the laws of the State where the action is brought 


_ are applicable. Each State has its own statute of limitations. They 


differ widely in regard to the time within which an action to enforce 
the liability must be commenced. In some States proceedings must 
be brought within one year after the assessment becomes payable. In 
others proceedings may be delayed ten years or longer. 

“ No State has a special statute of limitations applying to an action 
instituted by the receiver of an insolvent national bank to enforce 
the shareholders’ lability. What statute of the State applies is often 
a matter of uncertainty, and raises a question of construction of much 
difficulty. 

“A statute of limitations should be enacted making a uniform 
period throughout the United States within which such actions must 
be commenced. This period should be fixed at six years, which is 
about the average period under the various laws of the States. 

“ Liability of corporations holding national-bank stock ultra vires: 

“The Supreme Court of the United States has frequently held that 
when a corporation has no power to invest its funds in the stock of a 
national bank, if it actually does so it can not be held liable for the 
assessment against it as a shareholder. It matters not how long the 
stock may have been held, what amount of dividends the corporation 
may have received, nor what part it may have taken in directing the 
affairs of the national bank. The law is applicable, however, to 
national banks holding stock as an investment of their funds in an- 
other national bank. Prior to the first decision of the Supreme Court 
of the United States, three United States circuit courts of appeals had 
held that under such circumstances the corporation was lable, not- 
withstanding it had exceeded its powers by making such investment. 

“The result of the ruling of the Supreme Court places a premium 
upon the illegal exercise of powers by a corporation. All national 
banks and most corporations under state laws have the right to acquire 
stock in a national bank, provided it is accepted in good faith to 
realize upon a loan of money previously made. That a corporation 
may deliberately purchase stock in a national bank, dictate the policy 
of the national bank, accept dividends for years, and escape all lia- 
bility when the national bank becomes insolvent, is an evil impera- 
tively calling for a remedy, and unless corporations are prohibited 
from owning stock in a national bank as hereinbefore recommended, 
the law should be amended making corporations liable to assessment 
the same as individuals. o, 

“Transfer of stock to evade shareholders’ liability: 

“The Supreme Court of the United States has recently held that 
when a shareholder in a national bank, for the purpose of escaping 
his liability as a shareholder, transfers his stock to a person financially 


58 NATIONAL MONETARY COMMISSION. 


irresponsible, and the transfer is duly entered upon the books of the 
bank, such a shareholder can not be held lable for any contract, debt, 
or engagement of the association incurred after the transfer of the 
stock has been: entered upon the books. The reason for the decision 
given by the court is that a shareholder, unless he owns a majority 
of the stock, can not control the policy of the bank. If he is afraid 
of the management by the directors, he ought to have some method of 
retiring from the bank. And if he is unable to find some purchaser 
for his stock who is financially responsible, there is no way left open 
to him but to give away his stock to some one who is execution-proof. 
The result of this decision by the Supreme Court has thrown the prac- 
tice of enforcing liability of shareholders who have transferred their 
stock shortly before the insolvency of the bank, with intent to escape 
liability, into great confusion. The Supreme Court of the United 
States did not give the slightest intimation as to the method by which 
the extent of the liability of a shareholder who had so transferred his 
stock should be ascertained. It simply said he should not be held 
liable for debts of the bank contracted subsequent to his transfer. 
Whether the renewal of prior obligations would relieve him or not is 
uncertain. Whether the amount of his liability should be specially 
ascertained and assessed by the comptroller, or whether the calcula- 
tion should be left to the court, is uncertain. How the assets of the 
bank at.the time of the appointment of the receiver should be mar- 
shaled and distributed, as between obligations incurred after the 
transfer of stock and those incurred before, is uncertain. 

“The law is in such a state of confusion since this recent decision 
that it is practically impossible to enforce the lability of a share- 
holder who has foreseen the insolvency of the bank and transferred 
his stock to escape liability to the depositors. A statute should be 
passed making a transfer of stock for the purpose of evading hability 
absolutely void. If the shareholder has held his stock until the bank 
is in such a notoriously bad condition that he can not find a solvent 
purchaser of his stock, he ought not to be allowed to escape his full 
liability. The law as it now stands and as construed by the Supreme 
Court of the United States in the decision referred to (McDonald v. 
Dewey, 202 U. S., 510) has greatly impaired the value of the share- 
holders’ lability as a security for depositors. ‘The difficulties and 
disastrous effect of this decision, so clearly and forcibly presented in 
the dissenting opinion, have been fully realized.” 


Mr. Weexs. How many such cases have there been ? 

Mr. Kanu. Judge Oldham can answer that question. 

Mr. Otpuam. What is the question ? 

Mr. Werks. How many cases have there been where stock has been 
transferred to evade lability? 

Mr. OrpHam. In how many banks? 

Mr. Werks. Yes; within recent years? 

Mr. OrpHAm. There have been four or five. 

Mr. Werks. In ten years? 

Mr. Oupuam. Yes, sit; more than that. 

Senator Trtier. Four or five decisions of the court ? 
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Mr. Kane. Four or five national banks since the decision of the 
Supreme Court where this trouble has been realized. 

Mr. Weexs. When was the decision rendered ? 

Mr. Kanz. The date of it is not given. Judge Se do ner 
remember the date of this MeDonald case ? 

Mr. Outpuam. It was about three years ago; and cane has never 
been any rule of construction, any measure of Anacaeeet any method of 
ascertaining the amount for which the shareholder is liable, an- 
nounced by the courts. No two lawyers seem to be able to agree on it.’ 
They all have their own opinion. It is a matter of great uncertainty. 

Mr. Weeks. You would think the Government would be required 
to prove that the stockholder knew the condition of the bank and 
transferred his stock to avoid the assessment, would you not? 

Mr. Murray. That is just the position that the Government has 
been put in. It has been required to prove that. In all the cases 
where it has been litigated, where there has been a transfer and an 
attempt has been made to enforce the assessment against the original 
holder, that has been the defense—that he did not know; and the 
Government has been forced to prove that he did know. 

Mr. Papceerr. Under this decision, when they proved that he did 
know it, that does not hold him. 

Mr. Murray. After the transfer—for any debts after die fvathafid 

Mr. Pancerr. Have there been any cases where you have prorated 
the thing and held him responsible for those before transfer and not, 
responsible for those after ¢ - 

Mr. Kane. Judge Oldham can answer that question. He has been 
handling these cases. 

Mr. Oupmam. It is their decision that he is not able for any debt 
of the bank incurred after he disposed of his stock. 

Mr. Papvorerr. I understand; but in the actual administration of it 
have you ever been able to divide or separate them so that he has been 
held responsible for debts incurred before ? 

Mr. Oupuam. Yes; we have done that, but it is doubtful mene 
that would stand if i went to the Supreme Court. 

Mr. Panverrr. But as a matter of fact you have been practicing on 
that line, and separating in that way? 

Mr. Ortpiam. We have. 

Senator Knox. That situation has existed in the States for genera- 
tions, where there has been a personal liability upon the part of stock- 
holders for the debts of the bank—as, for instance, in Pennsylvania, 
until recently, there always was a personal liability for debts; and 


the courts of equity have of course decided each case upon its own 


facts. They have determined first the question as to whether there 
was a fraudulent attempt to evade the personal liability by transfer- 
ing the stock to an insolvent debtor. If they decided that there was, 
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then they determined what the liabilities of the bank were at the 
time of the transfer, and held the person guilty of that fraud respon- 
sible for his pro rata up to that time. I think it is a rule of easy 
application. I can tell you of dozens of cases where it has been ap- 
plied by courts of equity in the case of insolvent state banks. 

Mr. Oxrpuam. That is true, Senator; but the trouble with that is 
that the Supreme Court has held that there is no right to bring suit 
against a shareholder until the amount of his liability is determined 
by the comptroller; and they do not refer to that former decision. 
That is an old decision; and a receiver can not go in and ask the 
court to ascertain how much a shareholder owes or how much is nec- 
essary to pay his debts. He is thrown out of court. 

Senator Kwox. Then would not your amendment apply to that 
phase of the matter, instead of a general provision here that there 
should be an absolute liability ? 

Mr. Oxtpuam. It could be worked out in that way, but there is an 
inconsistency there, and that has been one of the reasons for the 
confusion. One other trouble is that under the national banking act 
one shareholder can not be held for the failure of another to pay his 
assessment. Therefore, when the assessment is for the full amount 
“you can not go into a court of equity. Equity has no jurisdiction. 
You have to sue the individual stockholder in a suit at law alone 
and not bring in anyone else. It is entirely different from the equity 
process of winding up a corporation and assessing the shareholders 
by a court of equity. i 

Senator Dantet. Do you mean that according to that decision one 
can not be required to make up the deficiency of another? 

Mr. OtpyHAm. One can not be held for the deficiency of another. 

Senator Kwox. It is against him individually. 

Mr. Papeerr. It is an action at law, and not in equity. 

Senator Knox. There is a limit to the personal liability, the limit 
being the amount of his stock. 

The CuarrMan. Go ahead, Mr. Kane. 

Mr. Kanr. The next question relates to the 5 per cent redemption 
fund. [Reading:] 

“ Sections 5226 to 5284, United States Revised Statutes, inclusive, 
and act of June 20, 1874, 5 per cent redemption fund: 

“The law requires every national bank to keep on deposit with the 
treasurer in lawful money of the United States a sum equal to 5 per 
cent of its outstanding circulation, to be used for the redemption of 
circulating notes as presented to the department for that purpose. 

“In many instances national banks neglect or refuse to reimburse. 
the Treasury for the redemption of their circulation by failing*to 
maintain their 5 per cent redemption fund. There have been cases in 
which the amount of circulating notes redeemed by the department 
has not only exhausted the redemption fund, but materially exceeded 
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50 per cent of the par value of bonds on deposit as security therefor, 
the banks in the meantime ignoring all requests to reimburse the 
outlay. 

“Sections 5226 to 5248, inclusive, provide whenever any national 
banking association fails to redeem, in lawful money, any of its circu- 
lating notes the notes may be protested; and when the comptroller is 
satisfied from such protest that an association has refused to pay its 
circulating notes he shall declare the bonds deposited by the associa- 
tion forfeited to the United States and proceed to sell the bonds at 
public or private sale. In case of a deficiency in the proceeds of 
bonds the United States shall have*a paramount lien upon all of the 
assets. Finally, the comptroller has authority to appoint a receiver. 
This circumlocution is deemed detrimental to the interest of the Gov-. 


pesment and the note holder and other creditors of the defaulting 
ank. 

“In view of the fact that when a national bank has reimbursed its 
® per cent fund it is entitled to receive immediately a corresponding 
amount of notes redeemed and destroyed, there is no reasonable ex- 
cuse for failure to keep the redemption fund practically intact; and 
the comptroller should have authority to appoint a receiver for 
refusal or neglect to make good the deficiency immediately upon notice 
from him to the bank. The aggregate deficiency due the Treasury 
from this source at times reaches millions of dollars.” 


Mr. Weexs. How much is it now? 

Mr. Kane. I do not know what it is now. The Treasurer of the 
United States keeps that account. 

Mr. Papcerr. It was nearly $30,000,000 when we were in session at 
Narragansett Pier. 

Mr. Kane. That is the full fund. I thought you asked what the 
deficiency was? 

Mr. Werxs. No, no; I mean, what is the deficiency ? 

Mr. Kane. I do not know what the deficiency is now. 

Mr. Weexs. Do you not think a fine would cure that condition ? 

Mr. Mocrray. I would like to say that I think the suggestion of the 
receivership is altogether too drastic, and I should not subscribe to 
that. I think a fine of a hundred dollars a day, or something like 
that, would be sufficient. 

Mr. Weexs. Somuchaday? 

Mr. Murray. So much a day for every day they are in default. — 

The Cuarrman. It seems to me that a fine would be sufficient if 
the bank was solvent. 

Mr. Murray. The Government has never lost anything because of 
that. It is just a question of neglect or inattention, and the Govern- 
ment is assuming a liability with nothing back of it. 

’ Mr. Werks. I think last spring the deficiency amounted to several 
millions of dollars. 

The Cuarrman. Yes; I think it was nine millions at one time. 
The Government ought to have some way to protect itself; but I think 
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that if a fine of so much a day were imposed it would be sufficient to 
insure prompt action on the part of delinquent banks. 
_ Secretary Correryou. We wrote to all the banks calling attention 
to it very sharply. I talked to the Treasurer about it, and told him 
that they must understand that they must make it good at once; 
and in that way we got it up. . 
Mr. Kane (reading) : 
“ Section 5140, United States Revised Statutes, payment of capital 
stock of national banks: E 
“Under Section 5134 of the Revised Statutes the organization 
certificate of a national bank is required to show the amount of 
‘capital, number of shares, the name and place of residence, and the 
number of shares held by each shareholder. Section 5140 requires 
that at least 50 per cent of the capital stock shall be paid in before 


the bank is authorized to begin business, and the balance in monthly . 


installments of at least 10 per cent each. In many instances national 
banks are organized with the minimum number of incorporators, in 
‘whose names the entire capital is listed, the purpose being to place 
a large portion of the stock with bona fide holders between the date 
of execution of incorporation papers and the certification of pay- 
ment of capital stock; in other words, to a limited extent only is 
such stock subscribed bona fide, a large majority of the shares being 
regarded as so-called ‘ treasury stock.’ As the law is constructed as 
contemplating that subscriptions shall be received for the entire 
capital stock in advance of incorporation and to prohibit the hold- 
ing of so-called ‘treasury stock,’ an amendment to the section in 
question is suggested to provide that the first and subsequent in- 
stallment of capital stock shall be paid in cash by shareholders listed 
in the organization certificate or their duly authorized assignees. 

“ Section 5142, United States Revised Statutes, relating to increase 
in capital stock: p 

“ At common law, and under the articles of association of national 
banks generally, shareholders are authorized to participate pro rata 
in any increase in capital stock; and legal authorities have held that 
‘shareholders are entitled to the additional stock at par, and can not 
be.compelled to pay a premium therefor. It frequently happens that 
national banks desire to increase their capital stock for the purpose of 
acquiring the business of another national bank placed in liquidation, 
or of a state or private banking concern, and to place a portion of its 
increased capital with those interested in the absorbed institution. In 
the interest of banks contemplating such action, an amendment of the 
Jaw is suggested to provide that the disposition and selling price of 
the stock shall be determined by the same stock vote by which the 
increase in capital is authorized. 

FS Saar 5148, United States Revised Statutes, reduction of capital 
stock : i 

“A reduction of capital stock is frequently effected for the purpose 
of avoiding assessment on shareholders to make good an impairment; 
and the question arises as to the disposition of proceeds of assets 
charged off as a result of the reduction. In the case of Jerome v. 
‘Cogswell (204 U. S. R., 1), on appeal to the Supreme Court of the 
‘United States, it was held that where a reduction in capital stock to 
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avoid an assessment was approved by the Comptroller of the Cur- 
rency, on the condition that no moneys should be returned to share- 
holders unless from proceeds of assets charged off (and the directors 
agreed to comply with such condition), that the equity in the charged- 
off assets, representing the reduced capital, was in shareholders of 
record at date of reduction. The law should require that the action 
of stockholders in authorizing a reduction of capital for the pur- 
pose of avoiding an assessment should be coupled with a resolution 
providing that the proceeds of the assets charged off should be re- 
turned to shareholders of record at date of reduction; or, if so deter- 
mined by the requisite stock vote, brought back on the books and 
added to the bank’s undivided profit account.” 


Mr. Weeks. How frequently has that happened? You say “ fre- 
quently.” 
Mr. Kane. Oh, we have that matter come up quite frequently in 


‘connection with the consolidation of banks. The question is raised 


very frequently in the office. [Reading:] 


“ Section 5223, United States Revised Statutes, consolidation of 
national banks: 

“This section apparently authorizes the consolidation of national 
banks, but without providing the means; in consequence of which it 
is held by the Comptroller of the Currency that consolidation as 
contemplated can not be effected. When two associations contem- 
plate consolidating their interests, it becomes necessary to place one 
mm liquidation and increase the capital stock of the absorbing associa- 
tion to provide for the shareholders of the one closed, if the stock 
interests are to be preserved; but if no increase of capital is to be 
effected, the transaction resolves itself into a contract between the 


‘two associations for the transfer of assets and liabilities. The bank- 


ing law of the State of New York provides explicitly for the con- 
solidation of state banks; and it is suggested that an amendment 
along the line of that law, with necessary changes, be incorporated 
in the national-bank act.” 


Mr. Murray. I should like to say that that old section has always 


worked very satisfactorily so far as I have ever noticed. Banks have 
consolidated for forty years without any friction at all, one liquidat- 
ing and increasing the capital stock of the other. I think the section 
works very well as it is. 


Mr. Weerxs. Have there been any cases where there have been 
losses ? Le 

Mr. Murray. Not a loss. It is simply the method of effecting the 
consolidation. 

Senator Knox. That has the obvious advantage of discharging the 
liabilities of the absorbed bank and starting with a clean sheet, too. 
No question can arise as to the liabilities of the old stockholders under 
that, can it? a8 

Mr. Murray. They simply go into voluntary liquidation. 

Senator Knox. And liquidate as a matter of fact? 
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Mr. Murray. And liquidate as a matter of fact. 

Senator Kwox. And that clears the thing all up? 

Mr. Murray. That clears it all up. The section, in my experience 
of the last ten years, works all right. 

Mr. Kane. The law simply provides for consolidation, without pro- 
viding the means. There is no consolidation at all, but simply the 
liquidation of one bank and the absorption of the other, with its liabil- 
ities and its assets. 

Senator Knox. I can not imagine any better method of doing it 
than that. 

Mr. Murray. I can not, either. 

Mr. Kane (reading) : 


“ Section 5169, United States Revised Statutes, relative to organiz- 
ing and chartering national banks: 

“ Section 5169 requires the Comptroller of the Currency to issue a 
certificate authorizing the association to begin business when all con- 
ditions precedent thereto have been complied with, but confers au- 
thority to withhold the issue of certificate when he has reason to sup- 
pose that the association has been formed for any other than the 
purpose contemplated by law. 

“ Under this section the comptroller has no power to intervene until 
the incorporators shall have placed the entire capital stock, invested 
the necessary amount in United States bonds to be deposited as secu- 
rity for circulation, and transacted business incidental and prelim- 
inary to organization. 

“In practice the comptroller requires the submission for approval 
of formal application for reservation of title and authority to organ- 
ize prior to granting such authority, but this practice should have the 
support of law; and it is suggested that section 5133 be amended to 
confer preliminary discretion upon the comptroller in considering 
propositions to organize national-banking associations. 

“ Section 5220, United States Revised Statutes, voluntary liquida- 
tion: 

“This section provides, without restriction, that any association 
may go into liquidation by vote of shareholders owning two-thirds of 
the stock. The approval of the comptroller is not required. 

“As a matter of practice, however, the comptroller satisfies himself 
that an association is able to meet all liabilities to depositors and 
other creditors prior to approval of a proposition to liquidate. This 
practice should be supported by an amendment to the section in ques- 
tion, providing that, with the approval of the Comptroller of the Cur- 
rency, an association may go into voluntary liquidation. 

“This section should further provide, as in the case of an associa- 
tion whose charter expires by limitation, that the franchise of the 
bank shall be extended for the sole purpose of liquidation until its 
affairs are finally closed. 

“No authority is conferred upon the Comptroller of the Currency 
to supervise or inquire into the affairs of an association placed in 
voluntary liquidation, and the sole remedy of creditors whose claims 
are not satisfied is that conferred by the act of June 30, 1876. which 
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requires a creditor to resort to the courts to establish the liability of 
shareholders. 

“The comptroler should have authority to require reports from 
banks in voluntary liquidation, or from those whose corporate exist- 
ence has expired by limitation, and to make such examinations as 
may be deemed necessary in the interest of creditors and sharehold- 
ers, to the end that settlements may be effected as promptly as prac- 
ticable and all the creditors and shareholders receive the full amount 
to which they may be entitled. The expense of such examinations 
should be paid from the appropriation for special examinations of 

) 


- national banks, ete.” 


Mr. Murray. I should like to dissent from that last suggestion, 
Mr. Chairman. The expense of that examination should be, of course, 
on the liquidating bank; not on the general public. 

Mr. Kane. If there was any way of collecting it. 

Mr. Murray. If the bank can not pay $25 or $50 for an examina- 
tion, it can hardly pay its depositors in full. 

Mr. Kane. There would be no way of enforcing the payment of the 


_ bill if they did not pay it, except by suit. We have no bonds or any- 


thing else in the Treasury Department as a lien for the fee, as we have 
in other cases. In other cases, if the bank does not pay the fee, we 
have the bonds, and can hold them until they do pay. But in this 
case we would not have the bonds; and we would have to rely entirely 
upon the bark to make the payment. 

_ Mr. Murray. No comptroller would ever give a bank the right to 
liquidate if it could not. pay a twenty-five or fifty dollar fee to the 
examiner who examined it. 

Mr. Kane. But this relates to an examination after liquidation. 

Mr. Murray. During liquidation. 

Mr. Kane. Yes; during liquidation; I mean, after they have 
actually voted themselves into liquidation. We usually make an ex- 
amination of the banks that propose to go into liquidation. 

Mr. Weeks. Mr. Comptroller, what would you, as comptroller, do 
with such a bank if you would not let it liquidate? 

Mr. Murray. What is your question? 

Mr. Weexs. If you refused to give it permission to liquidate, what 
would you do with it? 

Mr. Murray. There is nothing you can do. They have the abso- 
lute right to go into voluntary liquidation; and, as a matter of fact, 
most of them are in liquidation and practically liquidated before the 
comptroller knows anything about it. The consent of the comptroller 
is not necessary for voluntary liquidation; but as a matter of fact 
some of the banks do ask the comptroller for papers, and ask his con- 
sent to go into liquidation. The comptroller does one of two things: 
He sends to the reports division and looks. at the last examiner’s re- 
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port; and if that is a good report, and the bank is in good, healthy 
condition, he gives them permission, which is not required under the 
law; but as a matter of fact, he does. And very often, if the bank 
is in bad condition, he sends an examiner there, and if the examiner 
reports that they can meet all the depositors in full and all liabilities 
in full, he gives them the formal consent. But that is a practice that 
has grown up in the office, and is not in the statute. 

Mr. Bonyner. If you found that they were not in good condition, 
Mr. Comptroller, what would you do then—put them in the hands of 
a receiver ? 

Mr. Murray. The comptroller would tell them that voluntary 
liquidation would not be approved by him. 

Mr. Bonyner. Then what would they do? : 

Mr. Murray. Then they would go on and vote to go into liquida- 
tion, and go ahead just the same. He could not stop them. 

Mr. Bonyner. If he found they were in such condition that he 
could put them into the hands of a receiver, he could do that? 

Mr. Murray. Oh, yes; if they were insolvent it would be his duty 
to do that. 

Mr. Kawz. All the examination is for is to determine whether or 
not the bank can pay its abilities to creditors. If it can, there is no 
objection to liquidation. If it can not, we would not permit it to 
go into liquidation, because we would put a receiver in charge of it. 

Mr. Murray. If it could not pay its liabilities on demand, it would 
be insolvent. 

Mr. Wenxs. Then, in any case, it would reduce itself to whether 
you would give permission, if you had authority to do so, to liqui- 
date, or to ask for a receiver? 

Mr. Murray. Exactly. 

Mr. Bonynes. If they were not in good condition, if they were 
insolvent, it would seem to be better that the Government should 
take control of the bank’s assets than to allow the bank to go into 
voluntary liquidation. That is the purpose, I suppose; is it not? 

Mr. Kane. Yes; that is the purpose. It may be in a condition to 
pay off all of its creditors, but pay nothing to its stockholders. We 
do not care about the stockholders so long as the creditors are pro- 
vided for. [Reading:] 


‘ act of July 12, 1882, extension of corporate existence of national 
anks: 

“The portion of this act relating to the first appraisal of stock 
does net provide for the expenses, which should be equally divided 
between the withdrawing shareholder and the ‘association; nor for 
a limit of time within which settlement with withdrawing share- 
holders must be effected. The act further provides that shareholders 
desiring to withdraw may give notice to the board of directors within 
thirty days from the date of issue of certificate of the Comptroller of 
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‘the Currency authorizing extension of charter, but does not require 


publication of the comptroller’s certificate. Amendments covering 
these points are deemed advisable. 

“ The act relating to extension also required a plate of a new design 
for the printing of circulating notes subsequent to extension of char- 
ter—a requirement deemed unnecessary, as well as an expensive 
burden upon the banks and the department. Whatever reason ob- 
tained for this provision in 1882, when the act providing for exten- 
sion of charter was passed, no longer exists. 

“ The act of July 12, 1882, as amended by the act of March 14, 1900, 
relating to circulating notes, limits the amount of notes of the de- 
nomination of $5 to one-third of the total amount of circulation issued 
by each national bank. The purpose of the act of March 14, 1900, 
was to restrict the issue of notes of the denomination of $5 to one- 
third of the aggregate national-bank circulation outstanding. As a 
matter of fact, without any limitation on the issue of notes of this 
denomination, the proportion outstanding never exceeded this one- 
third. In the interest particularly of banks located in the smaller 
towns and agricultural communities, where notes of the smallest 
denominations are in greatest demand, it is suggested that the limita- 
tion, if any is deemed necessary, should be made to run to the total 
amount of circulation issued by all national banks rather than to the 
individual banks. 

“Act of July 12, 1882, extension of corporate existence of national 
banks: 

“ Supplementing prior suggestions for amendment of this act; 
changes should be made in the manner of effecting an amendment to” 
the articles of association of a national bank providing for extension 
of charter. ; 

“The act in question provides that any association, at any time 
within two years next previous to the date cf expiration of its 
corporate existence, may extend its period of succession by amending 
its articles of association, the amendment in question to be author- 
ized by the consent in writing of shareholders owning not less than 
two thirds of the capital stock. This method of amending the arti- 
eles of association of a national bank is the sole exception to effecting 
amendments by a majority stock vote of shareholders adopted at a 
duly called meeting.. 

“An amendment providing for extension of charter is one of the 
most, if not the most, important authorized. There should be a meet- 
ing of shareholders for the purpose of a thorough discussion of gen- 
eral conditions, the status of the bank, and the advisability or other- 
wise of continuing its existence. When the subject has been thor- 
oughly canvassed, shareholders are in a position to vote intelligently 
on the resolution authorizing extension of charter. Under existing 
law it is customary to begin the work by obtaining written consents 
to extension of charter at any time within two years of expiration of 
the existing charter, and without any concerted action. The law 
further provides that the Comptroller shall satisfy himself as to 
the satisfactory condition of a bank before extending its charter. 
In practice, this is done by requiring a special examination not 
earlier than sixty days prior to the expiration of charter. 

“Tn view of the foregoing it is deemed advisable to recommend that 
the act in question be amended to provide that the board of directors 
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of a national bank shall give due notice to shareholders of a meeting 
to be held within about three months prior to date of expiration of 
charter, for the purpose of considering a resolution authorizing exten- 
sion of the corporate existence of the bank. It should be provided 
further that the resolution authorizing extension should be adopted 
by a vote representing at least two-thirds of the capital stock, and 
that every shareholder voting in favor of the resolution shall be 
estopped from the right to withdraw from the association, conferring 
that right only upon those dissenting to the extension. All share- 
holders voting against the extension should be authorized to with- 
draw by giving notice to the directors, as required by the act of July 
12, 1882. 

; « Sections 5154 and 5155, conversion of state banks: 

“At the time of the passage of the national-bank act it was deemed 
advisable to offer special inducements to state banks to convert into 
- national banking associations; and the sections in question provide 
that a state bank, upon conversion, may continue to hold stock, of 
which it is the owner, in another bank, and also that branches may be 
continued on condition that the capital is joint, and assigned to the 
parent bank and branches in definite proportions. 

“The courts have held that it is ultra vires of a national bank to 
invest in stock of another corporation; and the national-bank act has 
been construed as prohibiting national banking associations from 
operating branches. The provision relating to the continued opera- 
tion of branches by state banks converting should be repealed, and 
also the provision authorizing the continued holding of stock of other 
corporations, so as to place all banks in the national system upon an 
equal footing.” 


Mr. Bonyrnee. Is there any national bank now in existence that 
came in early that had branches as a state bank and continues the 
branches? 

Mr. Kane. I do not think there is a bank in the system that is 
legally operating a branch bank under that section; but there are 
some that are illegally operating them. They do not comply, or they 
have not complied, with the provisions of the act. There is no 
definitely assigned proportion of the capital to any one of those 
banks. ; 

The Cuarrman. Where are those banks located ? 

Mr. Kane. There are two in Philadelphia. There is one in the 
South, somewhere. 

Mr. Bonyner. Are they banks that were originally state banks 
that came in under the provisions of that section ? 

Mr. Kang. One of those banks opened up its branch after it 
came into the system. The other one had a branch in operation, at the 
time of conversion, but it had no part of its capital assigned to it, 
as required by this act; but it has continued to operate the branch. 
[ Reading :] 

“Section 5146, United States Revised Statutes, qualification of 
directors: 
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“This section provides that at least three-fourths of the directors 
must be residents of the State, Territory, ete., in which the bank is 
located. This provision, in the case of a bank with 5 or 7 directors, 
is onerous at times where banks are located near state borders; and 
it is suggested that the proportion of state residents be reduced from 
three-fourths to a majority. 

“The section should be further amended to provide that directors 
of national banks with a capital of less than $50,000 shall be required 
to own only five shares. This is understood to have been the intent 
of the act of February 28, 1905; but it is held that the directors of a 
bank with a capital of over $25,000 and less than $50,000 must own 
10 shares of stock.” 


We have a good deal of trouble with banks around New York 
in this respect, in getting the proper proportion of resident directors. 
Some of the directors live over in New Jersey or somewhere else 
near by. 

Mr. Murray. Mr. Chairman, I should like to dissent from that. 
I think a director should own not only ten shares of stock, but more 
shares. I think he should own more stock in the corporation rather 
than less. 

Mr. Kane. That recommendation is only for the purpose of making 
the intent of the act more clear. The act itself intended that directors 
in banks with a capital of less than $50,000 should be required to own 
only five shares; but the way the law reads, it is held to apply only to ~ 
banks with a capital of $25,000. If the capital is anywhere between 
$25,000 and $50,000, we require ten shares of stock to be owned. That 
recommendation is intended only to make more clear the intent of the 
law. I think, as Mr. Murray does, that it would not do any harm 
to require the directors in banks with $25,000 capital to own ten 
shares of stock each. 

Mr. Oversrrerr. Are there many instances where there are banks 
of larger capital than $25,000 and less than $50,000? 

Mr. Kane. Oh, yes; quite a number. They range from thirty to 
thirty-five and forty thousand dollars. There are quite a number 
of less than fifty thousand. [Reading:] 


“ Section 5147, United States Revised Statutes. Failure of directors 
to qualify: 

“This section provides that each director, when appointed or 
elected, shall take the oath required, and that the latter shall be im- 
mediately forwarded to the Comptroller of the Currency. As there 
are numerous cases of unreasonable and long delay in taking and 
- forwarding the required oath of directors, it is suggested that this 
section be amended to provide that if a director does not qualify and 
transmit his oath to the Comptroller of the Currency within thirty 
days from date of election or appointment, that a vacancy shall be 
immediately declared and filled by the remaining directors, as pro- 
vided by section 5148.” 
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Sometimes we are nearly an entire year, or several months, in get- 
ting the oath of a director. Sometimes they elect a man a director 
who refuses to qualify, but he is carried on their rolls as a director of 
the bank for several months before a permanent appointment is 
made. We have a great deal of trouble and a great deal of corre- 
spondence after.annual elections in correcting that condition. [Read- 
ing: ] 


“ Section 5150, United States Revised Statutes, president of board 
or directors. 

“ This section provides that one of the directors to be chosen by the 
board shall be president of the board. ‘The organic act is interpreted 
by the comptroller as contemplating that the president of the asso- 
ciation should be president of the board of directors; but this sec- 
tion has been construed as permitting of two presidents, one of the 
board and one of the bank. 

“This is not believed to be the intent of the law. The substitu- 
tion of the world ‘ association’ or ‘ bank’ for the word ‘ board’ would: 
correct this ambiguity, and make the statute plain and definite in its 
meaning. 

“ Section 5144, United States Revised Statutes, right of stockhold- 
ers to vote stock not paid for. 

“This section provides that no shareholder whose liability is past 
due and unpaid shall be allowed to vote. The question has been fre- 
quently raised as to whether the ‘ hability past due and unpaid’ ap- 
plies to lability on capital stock of the bank, or debt due the associa- 
tion. The courts have held that the hability is on account of capital 
stock only. 

“The section should be amended so as to make its meaning clear. 

“ Section 5151, United States Revised Statutes, limited liability of 
shareholders in converted state bank. 

“This section provides that every shareholder of a national bank 
shall be liable to the extent of the amount of his stockheldings at par 
in addition to the amount invested in such shares, except that share- 
holders of any converted state bank existing at date of passage of the 
act, and having an unimpaired capital of $5,000,000 and surplus of 
20 per cent (such surplus to be kept undiminished and in addition 
to the surplus provided by the national-bank act), shall only be 
liable to the extent of the amount of their stock. 

“The records of the office of the Comptroller of the Currency 
show only one association in existence with limited stock liability. 
As this provision applies only to banks existing at the date of pas- 
sage of the act, it is no longer operative and should be eliminated 
from the law. 

“Section 5149, United States Revised Statutes, notice to stock- 
holders. 

“A notice by mail to stockholders is deemed equal to, if not better » 
than by, publication in a newspaper. This section should be amended 
to provide that notice therein required may be given either by pub- 
lication in a newspaper or by mail. = 

“Act of June 30, 1876, appointment of receiver to enforce liability 
of shareholders of bank in liquidation. 
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“ Section 2 of this act provides that a creditor of an association 
placed in voluntary liquidation may enforce the individual hability 
of stockholders by a suit in equity in any court of the United States 
having original jurisdiction. 

“In practice, the Comptroller of the Currency holds that when he 
is in receipt of evidence that the claims of creditors of an association 
placed in voluntary liquidation are not satisfied, he has authority to 
appoint a receiver for the purpose of enforcing stockholders’ ‘lia- 
bility and to settle the claims of creditors. This is deemed the most 
direct and inexpensive method of enforcing the stock liability and 
settlement with creditors. 

“An amendment to that effect is advised in order that there may be 
no question as to the comptroller’s power to appoint a receiver under 
such circumstances. 

“Section 5141, United States Revised Statutes, proceedings if a 
shareholder fails to pay installments on account of capital stock. 

“ This section might properly be amended to provide for the sale 
of delinquent stock at public or private sale, and also to strike out 
that portion of the section relating to the cancellation of stock on 
default in paying installments, the existing provision operating to 
effect. a forced reduction of capital under certain circumstances. 

“This section should be amended to require the payment of all 
installments or the sale of the delinquent stock at public or private 
sale within a definite period, as therein provided, and in default 
thereof authorize the appointment of a receiver. 

“ Section 5199, United States Revised Statutes, minimum bond 
deposit necessary to secure circulation. 5 

“The law specifically provides that a national bank with capital 
of $150,000 or less shall only be required to deposit bonds with the 
United States Treasurer, in trust, as security for circulation to the 
extent of one-fourth of the capital stock; but the minimum required 
for a bank with capital in excess of $150,000 is ambiguously fixed at 
$50,000 by the proviso to section 4 of the act of June 20, 1874, which 
relates to the retirement of circulation and the withdrawal of bonds. 

“This proviso reads: ‘That the amount of bonds on deposit for 
circulation shall not be reduced below $50,000.’ 

“ This clause has been construed by the department, supported by 
the opinion of the Attorney-General, as fixing the minimum bond de- 
posit for banks with a capital in excess of $150,000 at $50,000. 

“An amendment to provide that every national bank shall deposit 
bonds with the United States Treasurer in trust, as security for 
circulation to the extent of $50,000, except that banks with capital of 
$150,000 or less shall only be required to deposit bonds to the extent 
of one-fourth of capital stock. Such an amendment will not change 
the law. but will make the statute clear as to its meaning. 1 

“ Section 5173, United States Revised Statutes, plates and dies. _ 

“This section provides that the plates, dies, etc., from which 
national-bank notes are printed shall be under the control and direc- 
tion of the Comptroller of the Currency. 

“As a matter of fact, they are in the custody of the Director of the 
Bureau of Engraving and Printing, in which bureau they are stored. 

“The law should be amended to transfer this responsibility to the 
Secretary of the Treasury.. 
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i iy sis 5199, United States Revised Statutes, declaration of divi- 
ends: ; 

“This section provides that directors may semiannually declare 
dividends. As a matter of fact, dividends are declared annually, 
semiannually, quarterly, and monthly. It is suggested that the word 
‘semiannually ’ be stricken out. 

“Section 5185, United States Revised Statutes, and act of February 
14, 1880, organization and conversion of national gold banks: 

“The section cited provided for the organization of national bank- 
ing associations for the purpose of issuing notes payable in gold: but 
in view of the limited number of banks of that character organized, 
the act of February 14 provided for their conversion to currency 
banks. All banks organized under section 5185 have either been 
closed or converted into currency banks, in consequence of which it is 
suggested that the section and act in question be repealed.” 

The Cuarrman. J think, perhaps, the Treasury Department had 
better prepare for us suggestions of legislation to carry into effect 
such recommendations as may be agreed upon, I should say, by the 
comptroller and the Secretary of the Treasury. This request would 
not apply to cases where there is a difference of opinion. 

Senator Hatz. Put it into the form of a bill covering this whole 
scheme. 

The Cuairman. Yes; such of these recommendations as have the 
approval of the department. 

Senator Hatz. Then we will have something to work on. 

The Cuarrman. Yes. 

Mr. Werxs. Mr. Chairman, I should like to ask the comptroller 
one question. I did not catch the recommendation that was made 
about increasing the amount of $5 circulating notes. Was it to 
remove that restriction enttfrely ? 

Mr. Burron. His suggestion was to have the limitation apply to 
the number of such notes issued by the banks generally, rather than to 
have it apply to those issued by each individual bank. 

Mr. Murray. The limitation is now that they may issue a third of 
their circulation in $5 notes. That works a hardship, Mr. Kane says, 
in certain localities where they want small notes entirely and no 
large notes. He suggests that instead of the individual banks being 
restricted to one-third the entire circulation of all the banks be 
restricted, so that banks in communities where they need small bills 
could then get the bills that they need, and this limitation as apply- 
ing to them would be removed. 

The Cuarrman. I do not think that could be done practically. 

Mr. Werxs. What I want to ask is, Why should not that restric- 
tion be entirely removed and let the bank take the circulation in such 
denominations as it wishes? 

The Cuarrman. I think myself that there are some very good 
reasons why it should not be. 
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Mr. Murray. May I ask you, Senator, why you do not think the 
one-third restriction should be removed ? 

The Cuarrman. For the past twenty- -four years the legislation of 
Congress has been framed with a view of giving the field of ones, 
twos, and fives to silver certificates to the greatest extent possible. 
The reasons for this are obvious, and while they are not perhaps as 
important as formerly I think the policy should be adhered to. By 


recent legislation in case of insufficiency of silver certificates of small 


denomination the Secretary is required to issue United States notes in 
denominations of ones, twos, and fives. 

Senator Hatz. The silver certificates do hold the way now. 

The CuHairman. Oh, yes. 

Mr. Overstreet. Largely on account of this very limitation. 

Mr. Burron. Would there not be trouble in adjusting that among 
the banks? 

The Cuarrman. I think there would be a great deal of trouble. I 
do not see how it could be done practically. Certain banks might 
take the whole amount, and then any other banks wanting $5 notes 
could not get any atall. | 

Mr. Kanz. A great many of the banks do not take any $5 notes. 

Mr. Murray. The $5 notes have never exceeded one-third of the © 
entire circulation of several hundred million. 

The Cuatrman. We thought seriously in 1900 of restricting bank 
notes to a minimum denomination of $10. That was a proposition 
that had a good many supporters, the object being to give the silver 


certificates and United States notes the entire field. 


Mr. Kane. We always understood, Senator, that the intent of that 
law was to place the limitation on the total amount. 

The CuairMan. No. 

Mr. Kane. To make it one-third of that, and not impose the limi- 
tation on the individual banks; but that through inadvertence it was 
placed on the individual banks. 

The Cuarmman. It was not an inadvertence; the plan was adopted 
deliberately. 

Mr. Overstreet. For the purpose of giving, in that particular 
field, the preference to the silver certificates. 

Senator Harz. Do you have many complaints from the banks on 
this feature ? 

_ Mr. Kane. We do. 
“Senator Hatz. What do they say? 

Mr. Kane. Some of them want nearly the entire issue in $5 notes. 
They say they can not handle the larger denominations in their 
section. 

Senator Hare. For their business? 

Mr. Kane. Yes, sir. 
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Senator Harz. They want to issue more small notes? 

Mr. Kane. Yes, sir; they want to issue more small notes. 

Senator Hater. Five-dollar notes? 

Mr. Kane. Yes, sir; and they stay in circulation longer. If they 
get ten’s and larger denominations, they keep coming in for redemp- 
tion. 

Mr. Papcrerr. Would the total of the silver certificates, added to 


one-third of the total circulation, be more than the demand for the | 


$5 notes? 

Mr. Murray. That I would not be able to say, Mr. Padgett. . Mr. 
Chairman, you made a suggestion to the effect that you thought pos- 
sibly it would not be practicable to keep the accounts of the Govern- 
ment straight if the limit of one-third of $5 notes were made to apply 
to the entire circulation. It seems to me that that could be done just 
as we do now in regard to the amount of circulation that may be 
retired in any one month. It used to be three millions a month, and 
I believe now it is extended to ten millions that may be redeemed. 

The Cuairman. Nine. 

Mr. Murray. Or nine. It has been very easy to keep track of that. 

The Cuarrman. My suggestion went to this point: There are cer- 
tain classes of banks which, if there was a demand for $5 notes, would 
take all of their circulation in $5 notes; and they might absorb all 
that the banks are entitled to. Then a large proportion of other 
banks might not be able to get any $5 notes. 

Mr. Murray. Yes; that is true. 

Mr. Overstreet. Is there much difficulty in having those larger 
bank notes exchanged at the Treasury for other money of smaller 
denominations? 

Mr. Kane. That is a question for the Treasurer’s office to answer. 

Secretary Corretyou. They are doing it a great deal better than 
they did before. In times of great demand there has been some 
difficulty. 

Mr. Oversrreer. All indications fail at some times. 

Secretary Corretyou. Yes; in a panic. I think this matter that 
we are discussing now is a good deal more serious than it might ap- 
pear at first glance. 

The CuatrmMan. There was an understanding in 1900 that the 
banks had a large amount of silver certificates of large denomina- 
tions which could be replaced by certificates of small denominations. 
This has been done, I think, to a considerable extent. 

Mr. Kane. Mr. Chairman, I think some of the practical bankers 
present could give some expressions of opinion on that point. 

The Cuairman. The question of the denomination of notes is a 
question of public policy which is a little aside from the convenience 
of bankers. Commencing in Mr. Cleveland’s first administration the 
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policy was adopted of giving to silver certificates the field for small 
notes. We had at that time a large amount of silver certificates that 
had been issued; they would not circulate, and the Treasury could 
not get them into circulation. They were all of large denominations. 
The banks would not hold them. They paid them out as rapidly as 
possible. There was a general feeling of distrust, and silver certifi- 
cates were to some extent discredited. Mr. Jordan, I think, origi- 
nated the idea of issuing them in smaller denominations; and a pro- 
vision was put on an appropriation bill providing for their issue 
in this form. The small note went into circulation immediately, and 
we heard nothing more of the fear that there was to be a parting 
company of gold and silver on account of the large issue of silver 
certificates. The whole question of redemption of silver certificates 
and the keeping of them always at par is involved in the question 
of the denomination of these notes, in my mind, and always has been; 
and IJ think that the committee acted unanimously in 1900 in making 
the change. 

Mr. Overstreet. Another reason that you will recall, Mr. Chair- 
man, was for the purpose of distributing them more widely and to a 
more largely scattered section of the country, and making it more 
difficult for them to be gathered up in large quantities and presented 
for redemption. The larger the denomination of the bills, the more _ 
easy it might become to gather them up in large quantities and pre- 
sent them for redemption, and the purpose of giving the field to what 
was termed the pocket money, the small denominations, was giving 
the preference absolutely and premeditatedly to the silver certificates. 

The CuatrMan. There is a certain amount of circulation that is 
never presented for redemption, practically speaking. 

Mr. Overstreet. Whether it was right or wrong, there was an ab- 
solutely clear intention in the framing of that legislation. 

The Cuarrman. There is no doubt about that. You were on the 
conference committee, and had charge of the bill in the House. 

Senator Hatz. Mr. Teller, you remember that we had that matter 
up in the Appropriations Committee. 

Senator Trerier. Yes. 

Senator Hatz. But we did not touch that provision. 

Mr. Panpcerr. In the same connection, gold certificates and green- 
backs were limited to $10 and above? 

The CuarrmMan. Yes; the original gold certificates act limited them 
to denominations of $20, which was reduced to ten in 1900. 

Mr. Pancerr. Not less than ten. 

The Cuairman. Not only has this policy been adopted by us, but 
a similar policy has been adopted in other countries. For instance, 
in Canada the field for ones and twos is given to Dominion notes. 
In Germany the field of the smaller denominations is given to Im- 
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perial notes. Our policy was adopted deliberately, and I must con- 
fess that at the moment I see no reason for changing it. 
Senator Terier. There has never been any complaint. 


The Cuamrman. No; we have never had any particular complaint — 


about it. 


Senator Knox. I would like to ask a question here relative to a 


matter that was discussed this morning, which I think is extremely 
important. That is, Mr. Kane, in regard to the proposed amendment 
prohibiting other banking corporations from holding stock in a na- 
tional bank. How do you propose to enforce that as against existing 
holdings? I find that the national banking act specifically provides 
that the stock in these national associations shall be personal property, 
and transferable on the books of the association in such a manner as 
may be prescribed by the by-laws, and that every person becoming a 
shareholder by such transfer shall, in proportion to his shares, suc- 
ceed to all the rights and liabilities of the prior holder of such shares. 
Let us assume that a banking corporation of Kentucky has the right 
by the laws of thé State of Kentucky to acquire stock in a national 


bank, and it does acquire stock in a national bank. How is the Gov- pe 


ernment going to dispossess it? 

Mr. Kane. You could not do it. You could not deprive them of 
their property rights; but you could make the prohibition apply to 
all future cases. 

Senator Knox. Then your idea would be that it would not be retro- 
active ? 

Mr. Kane. I do not see io you could make it ante way. 

Senator Knox. That is what I supposed. 

Senator Hare. You could not forfeit it? 

Mr, Kann. No, sir. 

Mr. Papvcerr. What would be the situation if the National Govern- 
ment should pass an act providing that the banks could not hold such 
stock and the state law said that they could hold it? 

Senator Kwox. I should assume that the National Government 
would have the right as to the future to say who should or should not 
be stockholders in a national association; but it could not go back. 

Mr. Papcerr. But if the state association did purchase it notwith- 
standing, and owned it, who would get the proceeds in the distribu- 
tion ? 

Senator Kwox. I suppose that it would be somewhat similar to a 
provision in the statute laws that a foreign corporation can not hold 
real estate within the borders of the State. If it goes on and acquires 
it notwithstanding the law, of course, it takes its chances on being 
able to hold it. 

Mr. Papcerr. Would it work a forfeiture? 

Senator Kwox. I should hardly like to risk an opinion on that. 


ype bale penton lente iny ULM 


“etn Hing 


ae arene 


NATIONAL MONETARY COMMISSION. yard 


Mr. Murray. Mr. Chairman, in accordance with your suggestion, 
T will set about with the Secretary of the Treasury and we will draft 
a set of amendments, to which we will all agree, and submit them. 
I presume that will save the time of the committee; and further than 
that, I presume you do not care to hear me. 

The Cuairman. Yes; we should be glad to hear you.. You made 
some suggestion this morning to the effect that you had some plan of 
dividing the country into districts, and we will be glad to hear you on 
any plan of that kind. 

Senator Harz. Before the comptroller leaves that matter of thé 
preparation of a bill, I think perhaps the commission will agree with 
me in saying that we would like you to incorporate in this measure, 
in statute form, all the distinctive features that you ask us to put 
into the form of law. 

Mr. Murray. Very well. 

Senator Harz. Then the commission will take it up, and we shall 
have to consider the relative importance and perspective of all these 
matters. 

Mr. Murray. Yes. 

Senator Hate. But I know that I, for one, can approach this sub- 


ject more quickly and more intelligently if you will put ou of these 


things into a measure that you will present to us. 
The CHarrman. That was my suggestion; but the oration only 


-went to the extent of such amendments as the comptroller and the 


Secretary could agree upon—that is, that they should come here 
with only such amendments as had the approval of the department. 

Senator Harr. Oh, undoubtedly—only those that you present as 
the departmental opinion. 

Mr. Murray. It will be our pleasure to do that at once. 

Senator Hate. The sooner the better. 

The Cuarrman. But in view of the fact that you have been think- 
ing about these matters for sonie time, if you have any suggestions 
to make outside of those which have been touched upon by Mr. Kane’s 
paper we should be very glad to hear you. 

Senator Hate. I shall be glad to have the comptroller tell us how 
he thinks this division of the country into belts 

The Cuarrman. Or examination districts. 

Senator Harz. Yes—how he thinks ee can be practically put 
into force. 

Mr. Murray. I shall be very glad to give you my views. 

The Cuatrman. All of these propositions, in my mind, revolve 
around a better system of examination. I think that most of the 
evils that have been complained of can be covered and remedied by 
better systems of examination rather than in any other way. 

Senator Hate. Yes; that is what it all comes to. 

The Cuairman. I think so. 
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STATEMENT OF HON. LAWRENCE 0, MURRAY, COMPTROLLER 
OF THE CURRENCY. 


Mr. Murray. Some years ago I was chief of a division in the 
comptroller’s office—the division in which banks were organized, 
and the division through which the insolvent work at that time 
passed. There was no Insolvent Division, such as we have now, with 


Judge Oldham at the head of it. I became somewhat familiar at_ 


that time with the organization of banks, and with the banks that 
were insolvent; and later on I was deputy comptroller, and observed 
the same work there. When I became comptroller it seemed to me 
that we needed three things—a more efficient law for the comptroller 
to work under, whereby he would be taken out of the category of a 
common scold and given the power to do something; better examina- 
tions of the banks by bank examiners; and more cooperation or di- 
rection by the directors. I thought that with these three elements 
working in conjunction we could do better work. 

I summoned the bank examiners here early in the fall—all those 
that could come without great expense. About 40 were present. 

Senator Hate. You mean this last fall? 

Mr. Murray. This last fall; and I addressed them twice. I told 
them frankly that their work was bad in the main—too hurried; 
too superficial; that their estimate of the assets of the banks was 
practically worthless; and that unless their methods improved many 
of them would have to be dismissed. My reason for that was that 
in going into a bank they spent from one hour or half an hour to 
part of a day there (I mean in the smaller banks), and simply 
copied into their reports, very often, the daily statement of the 
cashier. That kind of an examination seemed to me to be simply a 
fraud on the public; and if the Government can not do better than 
that it ought to withdraw from the business of supervising banking 
corporations. When the examiners came here we had a week’s con- 
ference, with daily sessions from 9 until 5; and it developed there 
that we had a few very excellent men, others very good, and others 
poor. 

Senator Hare. How many of your examiners did you get here? 

Mr. Murray. I got about 40. I think there are about 75 or 
80, all told. The ones in the far West could not come without very 
great expense. I intend to go to Chicago and meet them and have 
the same kind of a meeting there. 

It occurred to me, therefore, that if we were ever to get the poorer 
and the indifferent examiners up to the standard of the best we must 
adopt some means whereby they would come in contact with each 
other. There is no way of doing so except to divide the country up 
into certain districts, take the best examiner available in that district, 
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make him chairman, and have meetings to discuss methods and plans 
of procedure, the best way to value the assets of banks, and the best 
and most approved methods of examining banks; and that is what I 
did. I divided the country up into 12 districts geographically con- 
venient to the examiners and took a good examiner in each part of 
the country and -put him in charge. Then I asked those 12 chairmen 
to come here, which they did two weeks ago, and spent the best part 


. of a week in devising a plan of procedure, which they have submitted 


to me, but which I have not yet. given out, as I do not approve it in 
full. 

In the main, they lay out a programme for these four meetings a 
year. (They recommend, by the way, that four meetings will be too 
expensive on the examiners, and suggest but two annually, and I 
approve of this recommendation.) The plan is for the examiners 
around Pittsburg, for instance, to meet in Pittsburg, those around 
New York in New York, and the same way with Boston and other 
centers; and there discuss the conditions which they find in all the 
banks covering an area or radius of 200 or 300 miles, how they value 
the assets which they find in the banks, and the overextended lines 
of credit which they find. 

For instance, one bank examiner will find certain banks in his 
district carrying a great amount of paper which he considers bad, 
and report it bad; but he does not know whether the other examiners 
in the country are finding the same paper or not. As a matter of 


fact, we found out that all the other examiners do very often, in 


related districts, find exactly the same paper; but each one working 
independently has been entirely in the dark. So by this dividing of 
the country into districts I hope to raise the poorer examiners up to 
the standard of the best, and at the same time give them the benefit 
of the knowledge as to paper and borrowers which the other exam- 
iners have. They are required to forward a copy of the proceedings 
at each district meeting to the comptroller for his information and 
guidance. 

Mr. Papcerr. Are these meetings to be public-or private? 

Mr. Murray. They are to be private, Mr. Padgett. Those are prac- 
tically, in the main, my reasons for dividing up the country in that 
way. 

Some of the examiners have been in the service a great many years, 
and yet have never been to the main office. They have never talked 


with another examiner as to his methods of examining. So that each 


examiner, in the main, has been working along his own lines and 
telling bank clerks in the district which he examines to do certain 
things; and: when another examiner would follow him he would tell 
the bankers to do different things as to bookkeeping, keeping their 
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accounts, and how to make certain entries. Each one has been WOT . 


ing along independently; and that has not worked well. 

ie this method I hope to have some uniform system regarding not 
only the mechanical methods of examining the banks, but some uni- 
form and well-executed plan of valuing the assets held by the banks. 
The necessity for this has been shown very plainly within the last 
two or three weeks, when the department has been obliged, because 
of the bad estimating of assets held by the banks, to withdraw its 
action in levying assessments to make good impaired capital. The 
examiners did not take time enough or pains enough to find out what 
was the value of the assets, but used a sort of rule-of-thumb method. 
The result was that it misled the comptroller; and we have had to 
rescind our action. I hope, by this more careful valuation of assets 
and a discussion of how to get at the actual facts in each case, that 
such errors will not occur again; because it is a very serious thing to 
have a formal assessment levied against a bank and have its capital 
declared impaired when it is not. 

Senator Terrier. You mean that they underrated the assets? 

Mr. Murray. Exactly; they undervalued the assets. 


Senator Tretier. That is, they thought they were not good when ) 


it turned out that they were good? 

Mr. Murray. Some were reported absolutely bad that were sold 
for three times as much as the bank paid for them the day after the 
examination was made. 

Mr. Wrrxs. Did you take the statement of one examiner, or have 
a special examination before you levied the assessment ? 

Mr. Murray. We have always heretofore taken the examiner’s 
statement; but I have refused to do that now. If there is a case in 
dispute, I send another man there. I have done that two or three 
times within the last month, with the result that the second man has 
not agreed with the first man, and no assessment has been levied at 
all. 

Senator Harz. How did you make this geographical subdivision 
of the entire country? Can you give us a map so that we can vis- 
ually see the subdivision ? 

Mr. Murray. Yes; I will have such a map made up. 

Senator Hate. How did you do that? 

Mr. Papvcrrr. He might take the judicial districts, for instance. 

Senator Hate. I want to see how he did it. ) 

Mr. Murray. I took the country and divided it into districts, and 
took a central point for each, so that the examiner, in traveling to 
this central place, would have the least possible travel, as he has to 
pay his own expenses. For instance, around Boston I made it as 
central as I could, and made New York the.central point for the 
Connecticut examiners and the New Jersey examiners; and in that 
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way I made a nucleus whereby all the examiners, taking into con- 
sideration the district which they must cover, could get most easily 
to this central point, where the chairman is to have his office. 

Senator Hats. So that your basis in making the subdivision was 
not geographical lines, but, rather, the center from which you have 
reckoned ? 

Mr. Murray. It was made, Senator, so that the examiners would 
have the least travel to get there. That was my point. 

Senator Hatz. Yes. In covering the whole country in that way, 
how many districts did this scheme of yours embrace? 

Mr. Murray. Twelve. 

The Cuairman. Do you remember how many of those dieteiets 
were on the Pacific? 

Mr. Murray. Two, I think. The distances there are, unfortu- 
nately, very great. rremiprace 

Senator Hate. Yes. 

Senator TrLter. How many are there west of the Mississippi 
River, if you recall? That is what we folks in the West consider 
the ei Aho area west of the Mississippi River. 

Mr. Murray. Four. 

Senator Harz. We call that the Middle West. 

Senator Texter. We do not; we call it West—all west of the ee 
sissippi River. We call iene the East. 

Mr. Murray. I would like to state that another and Sabie more 
important reason for dividing the country up, and having this con- 
ference of examiners, is that very often an examiner is sent into a 
new district to do entirely new work. By attending these meetings 
he will know the general condition of every bank before he goes into 
the district, and what the examiners for some time past have found, 
and have a copy, if need be, of their reports. That is one of the 
weaknesses of a new man ‘going in at present to examine a new list 
of banks. 

Senator Hatz. How many examiners have you appointed ome 
the last year? 

Mr. Morray. I do not remember how many my predecessor ap- 
pointed. 

Senator Hate. How many do you think? 

Mr. Murray. J should say six or eight, Senator. 

Senator Hate. Not more than that? 

Mr. Murray. No, sir. 

Senator Hatz. Do you see them? 

Mr. Murray. Every time. We summon them here; and not only 
do I see ‘them, but the Secretary wants to bring ier on here and 
see them and catechise them. 
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Senator Hae. You do not mean to send anybody about this work 
unless he is very competent by character, experience, and observation ? 

Mr. Murray. I hope not. That is my idea. 

Senator Harz. Do you know of any instance where any man has 
been appointed within the last year unless he has presented to you 
in person good qualifications ? 

Mr. Murray. No, sir. 

Mr. Kane. It has been our practice, Senator, in starting out new 
men (even men with banking experience), to put them under the tute- 
lage of some older examiner and have him go through with the new 
man and make a number of examinations with him before he starts 
out on his own account. 

- Mr. Burcrss. Mr. Comptroller, I should like to ask you a question. 

You spoke awhile ago of having more bank examiners appointed as 
accitcan: bank examiners. Could you do that under the existing law, 
or would it require an amendment? 

Mr. Murray. There is no such thing as an assistant examiner under 
the present plan. Very often an aorniinee who has a large number 
of banks to examine employs his own assistants, and pays them him- 
self out of the fees which he receives. 

Mr. Burcess. Then, if it went to the salary system, I understood 
that perhaps some such plan as that might be worked out. It oc- 
curred to me as a valuable one. I should think that if these exam- 
iners went in pairs, a competent one and an experienced one with a 
bright new fellow, they might make a very much more valuable man 
out of the young fellow than he otherwise could be, and do it sooner. 

The Cuarman. Are these assistants appointed with your ap- 
proval ? : 

Mr. Murray. No, they are not. 

The CuatrmMan. Should they not be? It seems to me that in order 
to keep up the discipline they certainly ought to send these names to 
you for approval. 

Mr. Murray. The examiners in charge 4 New York and Chicago 
and some of the other cities employ their own men. They have no 
commissions. 

Mr. Werxs. They pay them? . 

Mr. Murray. They pay them out of their own fees. The Govern- 
ment has no connection with them at all. 

Mr. Burcuss. That is a bad system. 

The Cuatrman. It is a pretty responsible place just the same; and 
they have important duties to discharge. 

Mr. Murray. That is true. 

Mr. Panerrr. They are simply clerks and assistants of the eX- 
aminer, who is responsible for their work. 
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Mr. Burton. In checking over reports, would it not be convenient 
to have two men go together to the bank in many instances, particu- 


_ darly in the case of the larger banks? 


Mr. Murray. That is highly important, Mr. Burton. In fact, one 
man can not cover a large bank at all satisfactorily, and the comp- 
troller has made some large districts and put one man in charge and 
given him enough work so that he can employ two or three or four 
good men and they go into a large bank and examine it promptly and 
quickly, and do not tie up its business for several weeks. 

Senator Texrier. It is important for the bank that examinations 
should be disposed of promptly, is it not? 

Mr. Murray. It is very important so far as the cash is concerned, 
but the question of valuing the assets, and so on, is not so important. 

Senator Teter. No. 

Mr. Murray. That is the point where promptness is required—in 
examining the cash. 

Senator Tretier. But so far as the cash is concerned they should 
dispose of it during two hours at least, should they not? 

Mr. Murray. Yes; they try to do that, too. 

Senator Trtter. They could not very well carry it over until the 
next day. . aa 

Mr. Murray. No; they try to count the cash, at least, at the time. 
that is least busy for the banks. 

The Cuarrman. Do they send you a list of the larger investments 
of the banks? 

Mr. Mcrray. Yes, sir. 

The Cuairman. And of bills discounted ? 

Mr. Murray. They do not itemize it, but they send it in totals. 

The Cuamman. Yes, in bulk; but they itemize investments, do 
they not, ordinarily ? 

Mr. Murray. In the main; yes, sir. 

Mr. Burron. That is, bonds and so on? 

Mr. Murray. Yes. 

Mr. Burton. Some mention has been made of inquiring into the 
solvency of borrowers of banks. Suppose a bank has 1,000 or 2,000 
pieces of paper. There is no detailed examination made of that 
paper, by any means, by examiners. Do they examine more than a 
few of them? They do not go outside and examine as to whether 
A, B, C, or D, who are on those notes, are solvent, do they ? 

Mr. Murray. If the value of the security is questioned by them- 
selves, they do. A few of the examiners do make some outside in- 
quiries ; but that is a very delicate matter and must be discreetly done, 
and they try to do it in that way. Of all the questions involved in 
bank examination that is the biggest one—the question of being able 
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to determine on the value of the securities held by the bank, or the 


commercial paper discounted by it. 


Senator Trtier. Is it not a fact that they must practically rely on . 


the bank officers in that regard? A man going into a community of 
8,000 or 4,000 people, where there are two or three banks, can not 
know anything about it. 

- Mr. Murray. When an examiner goes several times into the same 
banks, he gets very closely in touch with them and can come very near 
arriving at a fair estimate—more so than a new man. 

Senator TrLier. Yes; undoubtedly the longer he examines the bank 
the more he will know about it. 

The Cuatrman. Do they actually examine every piece of paper, 
or do they take a list in the case of the large banks? 

Mr. Murray. They simply list it and give the total. 

The Cuairman. They do not know whether the paper is there or 
not? 

Mr. Murray. They handle every note. 

Mr. Kane. Oh, yes; they handle every note. 

The CuairMANn. They do not make themselves familiar with the 
signatures of all of them, though, I suppose? 

Mr. Murray. No; but the comptroller has been asked to do that 
for forty-five years, and has said he could not do it; and, of course, 
nobody can do it. 

Senator Hatz. But, practically speaking, there is very little trouble 
about signatures, is there not? 

Mr. Murray. The very last bank that failed, day before yesterday, 
failed because of that, Senator. 

Senator Hatz. But it is a very rare instance? 

Mr. Murray. It failed because of forged paper. 

Senator Trier. That was a case where they had forged paper? 

Mr. Murray. Where they had forged paper. 

Senator Danie. Which bank was that, Mr. Comptroller? 

Mr. Murray. A bank at Monticello, Ky. 

Senator Hatz. That must be very rare. 

The Cuarrman. And that probably was a small bank, where the 
signatures could be easily verified. 

Mr. Murray. Yes; one of the strangest things is that it is a small 
bank, where the signatures could have been verified. 

Mr. Kane. And it was a bank in which the directors attended 
pretty closely to their business, and handled that paper, and did not 
know that the signatures were forged. 

Senator Hatz. How much was it? 

Mr. Kane. About $30,000. 

Senator Harz. It was a small bank? 

Mr. Kane. Yes. 
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_ Mr. Overstreet. Was the paper forged by an officer of the bank? 
Mr. Kane. Yes; by the cashier, I think. 
Mr. Ovrnsrener. I remember an incident where the president him- 

self, I think, had forged the names of citizens and the names of one 

or two officers of the bank who had an office in the same building. 

He had deceived all of his directors. Those are things that can not 

very well be guarded against. 

_ Mr. Morray. I should like to make a short statement on that 

question of signatures, if I may, Senator. 

The Cuarrman. Certainly. 

_ Mr. Murray. From going over the correspondence of the comp- 
troller’s office for the last forty-five years I can safely say that one 
of the things urged upon every comptroller has been that he deter- 
mine, through his examiners, the genuineness of the signatures of the 
paper held by the bank. Every comptroller has stated that it was 
humanly impossible to do that. 

. Senator Hate. Of course it is. 

Mr. Murray. And every comptroller has realized that it could not 
be done by the examiners, nor by anybody else. But, still, people 
have time and time again urged that it be done; and every time a 
bank has failed through forgeries the comptroller has been blamed 
because his examiners were unable to detect the paper that was not | 
genuine. Since I have been comptroller about a dozen plans have 
been submitted to me, whereby it is proposed that we have our 
examiner send back to the note broker every piece of commercial 
paper owned by the bank, and then have the note broker who sold 
the paper send it to the firm or corporation that issued it, and have 
them certify that it is genuine, return it to the note broker, and have 
him then return it to the bank. That, in the main, is the plan sub- 
mitted. Of course, it is preposterous. There is about half a billion 
of that paper held to-day by the national banks. The estimates of 
that kind of paper alone run from $350,000,000 to $500,000,000 by the 
people best able to judge. 

Mr. Burron. You mean paper presented by note brokers? 

_ Mr. Murray. I refer to so-called commercial paper, sold to the 

banks through note brokers. I wanted to establish by that question 

the fact—which is well known to everyone—that nobody, neither the 
comptroller, the bank examiners, the 55,000 directors of the national 
banks, nor anybody else in the United States can certify to genuine- 
ness of the signatures of the hundreds of millions of paper owned by 

’ the banks. That is the reason that I put that question in. It has 

been thought in some localities that I thought it could be done; but 

I simply wanted to establish, for the benefit of those who ought to 

know, that nobody knows whether the paper in the national banks in 
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the United States is genuine or not, except that of a purely local char- 
acter, and even that is liable to be forged. 

Senator Haze. That question will never cut much figure in this 
immense business. : 

Mr. Murray. I do not think it does either. I think the risk is 
small, but there is a risk; at the same time, it has never been officially 
determined that that can not be done. 

Senator Harz. You have other things to spend your time on to 
better advantage than on this sort of fumbling around about signa- 
tures. 


The Cuarrman. Is it not equally true, Mr. Comptroller, that the 3 


directors in the large banks can have no accurate knowledge of all 
the details about loans and discounts? 

Mr. Murray. Ido not think so. In the main that is true. Still, 
I know one of the largest and best-managed banks in the country that 
has a discount committee that meets every morning in the year. 

The CuHarrMan. Yes; a discount committee; that is another thing; 
but I am talking about a director who is not an officer of the bank 
and is not a member of the discount committee or the executive com- 
mittee. 

Mr. Murray. I think there is a middle course that he should take. 

The CuHairman. I am familiar with the-management of a trust 
company doing a large business. The executive committee, or finance 
committee it is called in this case, passes upon discounts on all paper 
and investments made and practically manages the bank. At each of 
the monthly meetings of directors this committee reports that they 
have discounted so much paper and have made such investments; they 
read usually the character of the investments; that is, if they had 
bought a large amount of bonds they would say so.’ Detailed exam- 
inations are of course made from time to time of the affairs of the 
bank by committees of directors. I suppose that in the very largest 
banks a similar course is followed in most cases. 

Mr. Murray. My plan was to try to get at the well- anaes banks, 
the indifferently managed banks, and the poorly managed banks. 
The poorly managed banks ought to be examined oftener than twice 
a year, or once a year, as used to be the plan. They ought to be ex- 
amined three or four times a year. We know pretty generally the 
ones that are well managed, and the ones that are badly managed, 
but some are very badly managed, and some are very excellently 
managed. 

Senator Hatz. What do you call a poorly managed bank? 

Mr. Murray. I will give you a sample, Senator, if I may. <A re- 
cent examination was made of a bank where the cashier was a min- 
ister. [Laughter.] 
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Senator Hare. I do not think you need go any further. [Laughter.] 
_Mr. Murray. He was preaching part of the time—— 
Senator Hay. Give us another instance. 

Mr. Murray. And when he was away his wife managed the bank. 
When our examiner asked her why she did not collect the overdue 
paper she said she could not be running around the country collect- 
ing paper because the children needed attention. [Laughter.| I 
consider that a poorly managed bank. ; 

Senator Harz. Do you mean to say that this was a national bank? 

Mr. Murray. Yes, sir. 

Senator Harr. How large? 

Mr. Murray. I do not remember. 

Senator Hatz. A small bank? 

Mr. Murray. A small bank. 

Senator Harz. A country bank? 

Senator Trxier. Still running? : 

Mr. Murray. Under those conditions—yes, sir. jLaughter.]* 
That is what I call a very badly managed bank. 

Senator Harz. That, of course, is a very rare instance. 

Mr. Murray. There are others that are managed very little better. 

Senator Trtier. There are not many of that kind of banks, are 
there ? : 

Mr. Murray. I will give you the record of the last three that failed 
within two weeks. One of them had a board of 19 men—19 of the 
solid business men of the community. That bank had a capital 
of $300,000. The cashier of the bank told the directors from time 
to time that everything was all right, and that he had loaned a 
certain corporation a certain amount of money. They realized one 
day that that corporation was insolvent and had been all the time, 
and it had borrowed $200,000 of the bank, which had a $300,000 capi- 
tal. The cashier told the board that the corporation had only bor- 
rowed just exactly the amount of money it had on deposit. The legal 
limit was about $42,000. They had, however, borrowed $200,000 and 
they had no deposits in the bank. 

Mr. Werxs. How long had that paper been in the bank? 

Mr. Murray. I do not know. 

Mr. Weexs. Had the examiner reported it? 

Mr. Morray. I suppose so. 

Senator Hate. Was this all a surprise to you? 

Mr. Morray. Oh, nothing is a surprise to the comptroller’s office! 

Senator Haute. Or had you your suspicions about that bank? 

Mr. Murray. When the bank fails the comptroller knows all about 
it—always! And generally long before it fails. 

Now, I will take another one: Our examiner found a bank in bad 
shape. I told him to go back and convene the board of directors and 
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tell them the condition which he found, which he did. Every director 
there stood up and said that he had never dreamed that such condi- 
tions existed, and knew nothing of them. Unfortunately, the presi- 
dent went home and committed suicide, and we appointed a receiver 
for the bank. : 

Senator Harz. I suppose the directors stated what was the fact? 
They did not know ? 

Mr. Murray. They did not know; and so it goes. 

Senator Trtier. Those are the banks that fail? 

Mr. Murray. Those are the banks that I consider badly managed 
banks. 

Senator Hatz. As Senator Knox suggests, what would you call a 
well-managed bank? 

Mr. Murray. I call a well-managed bank one where the discount 
committee approves the loans and reports to the full board once a 
week or once a fortnight or whatever it might be, and the full board 
formally ratifies the action of the discount committee and gives direc- 
tions to the executive officers that they shall see to it that the law is 
obeyed as to loans and discounts, and that the national banking law is 
observed. 

- Senator Haus. Do you suppose, in such a case as you have stated, 
that at that- particular stage which you describe as the whole board 
passing upon it, the entire board of directors or a majority of them 
are actually present, look over the papers, examine the results, and 
revise the action of the discount committee ? 

«Mr. Murray. I have had five years in a bank, and exactly that 
was done every time. The directors would appoint an executive com- 
mittee. . 

“ Seriator Hare. Were they brought in bodily? 

Mr. Murray. Oh, no; they came if they wanted to, or stayed away 
if they wanted to. 

Senator Harz. That is my question—whether they really were 
there personally ? | 

Mr. Murray. I do not know as to that. I will find out, by the 
answers to these questions, how many directors could be gotten to- 
gether. The examiners so far are getting about half; probably 60 
per cent of the directors are attending the meetings, and I presume 
that that is more than the average for the general attendance of the 
boards. 

The Cuatrman. I suppose you will agree that in a large bank the 
duty of discounting paper and examining it in detail must of neces- 
sity be delegated to some officer or some committee ? 

Mr. Murray. There is no question about that, I think. I think 
that after that is done, that ought to be reported. 


re 
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The Cuarrman. The directors, of course, must be responsible for 
the management of the bank, even a large bank; but they must largely 
trust the officers who must do the responsible work, it seems to me. : 

Senator Hare. They do its daily business. 

. The Cuarrman. They must do its daily business. We can not legis- 
late good judgment and honest purpose into the minds and hearts of 
all men, I wish we could. 

Mr. Panvcerr. Should there not be at least a discount committee 
operating with the officers? 

The Cuatrman. I think there is in almost every case. 

Senator Harz. Yes; in the large banks; but in the small banks there 
is no such thing as a discount committee. They do not have any 
discounts. 

The Cyatrman. You find in your experience, do you not, Mr. 
Comptroller, that in all of the banks that do a considerable business 
there is a committee of directors, or some one who acts for the di- 
rectors ? 

Mr. Murray. Oh, no; there are many banks where they have never 
had a board meeting, and never will have one. 

Senator Tetier. Do you not think that there are more boards of 
directors meetings now in proportion to the number of banks than 
there were ten years ago? 

Mr. Murray. Just now, I think there are. p 

Senator Trier. I mean during the last two or three years. I do 
not mean just at this moment. 

Mr. Murray. I think there has been a general uplift in banking 
methods since there have been so many scandalous revelations. 

Senator Triier. Fifteen or twenty years ago, when I was a di- 
rector myself at one time, I never went near a meeting; I never was 
asked to do so for years; but I have noticed during the past few 
years that the banks in my section of the country have all been hold- 
ing regular board meetings. They are holding them every month, 
as a rule, now. 

Mr. Murray. I should like to see the power given to the comp- 
troller or the Government to draft a reasonable set of by-laws which 
every national bank receiving a charter from the Government must 
carry out, which would include regular meetings of the board of 
directors, and force them to carry out their oaths of office. 

The Cuarmrman. Do you mean that there are certain banks where 
the boards of directors never meet ? 

Mr. Murray. Perhaps that is too broad a statement; but in some 
cases our examiners can not find any evidence of any records of meet- 
ings ever being kept. I am going to ask our examiners, in a circular 
letter, to make a report covering a period of five years for all the 
banks in the country as to the number of meetings which they find 
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a record of in the bank, and the number of directors present; and I 
will be able a little later to give the commission that information 
covering a period of five years. 

Mr. Oversrrert. Many banks are practically owned by one man, 
and he simply delivers enough stock to a limited number of men to 
make up the board of directors. 

Senator Trrzer. You do not mean that the bank is owned by one 
man, but owned by two or three? 

Mr. Overstreer. Yes; and they are practically the bank, and do 
not have any boards of directors at all. 

Senator Hats. It is only nominal? 

Mr. Overstreet. That is all. 

Mr. Murray. In going over the records of the 500 banks which 
have failed, it is shown that nearly all of them, except those where 
there were defalcations and stealing, have failed because the directors 
have paid no attention to the banks at all, but have just let them 
drift until they actually became insolvent. The history of the office 
shows that no bank that has lived within the law, or where the 
directors have required the executive officers to stay within the law, 
has ever failed, and I believe one never will fail. 

Mr. Burton. Do you make that broad statement ? 

Mr. Murray. I make that broad statement. The records of the 
office show it. A bank which has stayed within the law and heeded 
the directions of the comptroller has never failed. 

Senator Harz. You think, then, that what is at the bottom of 
failures, and the disasters that follow from failures, the losses that 
result, is inattention of directors to the management of the bank? 

Mr. Murray. No; I should not want to say that, Senator. 

Senator Hatz. How broadly do you put it? 

Mr. Murray. I think it is due to inefficiency of officers, and the 
directors failing to require the officers to stay within the law. 

Senator Harz. Yes; but is it not part of your proposition that the 
failures, the indiscretions, and perhaps the crimes of the officers in 
many cases result from inattention and lack of examination and 
supervision by directors? 

Mr. Murray. No; because very often no amount of attention of the 
directors would have prevented the crimes of bank officers. 

Senator Hatz. Yes, undoubtedly; but is it not your theory that 
most of these troubles and failures arise from inattention on the part 
of bank directors? Is not that the great feature that you are seeking 
to reform and change? 

Mr. Murray. It is. 

Mr. Werxs. Speaking broadly, Mr. Murray, do you not think it is 
a very hazardous thing for us to attempt to legislate about the way 
men shall conduct their own business? You might have ten banks in 
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the city of New York, all managed on different plans as to details, 
but all equally successful in the results. You might have one of those 
banks where half the directors never attended a meeting, and still the 
results obtained in that bank might be excellent, because the men who 
did not attend the meetings might be in such a position to give advice 
that they would be the most valuable directors the bank could have. 
Mr. Murray. In ali human affairs, Mr. Weeks, success or failure 
comes down in the last analysis to the human equation and human 
responsibility ; and I do not suppose you can legislate so as to bring 


-the directors of national banks up to any standard. I think, how- 


ever, that as long as the Government charters a bank and gives it 
the ae to do business, it ought to be able to efficiently supervise it 
while it is doing haninacd 

Senator Harr. The Government has some cheat 

Mr. Murray. It seems to me it has great responsibility along that 
line. 

Senator Hate. I think so myself. 

Mr. Murray. Just how far we can go I do not know. I know that 
the supervision which we have been able to give banks under the law 
as it stands has been ineffectual and inefficient and disastrous. Either 
the Government ought to be able to draw a law and work under it 
efficiently or it ought to stop trying to supervise banks. 

The Cuairman. Should you say that the average for intelligence 
and efficiency of directors of national banks was equal to the average 
of directors of state banks and trust companies? 

Mr. Murray. Oh, yes; equal to the intelligence of the directors of 
any other corporation of any kind in the respective communities in 
which they exist. 

The Cuarrman. You say, as I understand you, that the large part 
of the losses come from the criminal acts of the officers or managers? 

Mr. Murray. No; I should rather put it that the small part of the 
losses come from the criminal acts of the officers, taking the aggregate. 

The Cuarrman. Do you not think that the percentage ae lost of 
all the national banks through failures for any of the causes which 
you have enumerated is quite as small as it is in any other business? 

Mr. Murray. I think it has been smaller. 

The Cuarrman. Showing that, even with the failings and faults 
of human nature, the results have been very good in the long run? 

Mr. Murray. Not nearly as good as they should have been. 

The CHarrman. What has been the percentage of losses to the 
business done? 

Senator Tretzer. Since the banks were organized ? 

The Cuairman. Yes; since the national banks were organized. 

Mr. Bonynoz. Losses to whom—to the depositors or to the stock- 


holders? 


be 
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The Cuarrman. To either or both. 

Mr. Bonyncr. Suppose he takes them both. 

The Cuarrman. Yes; both. 

Senator Hatz. What did the comptroller say—that there had been 
500 bank failures? 

Mr. Murray. Five hundred. 

Senator Haxz. Since the system was organized ? 

Mr. Murray. Since the system was organized. The losses to 
stockholders I could not give, because no estimate has ever been made 


up. 


depositors ? 

Mr. Murray. Oh, I should say so, in the shrinkage of values and 
everything of that kind. 

Mr. Burcess. Two or three times as much? 

Mr. Murray. Yes; a great deal more than that. 

Mr. Weeks. Has the comptroller’s office any statistics to show 
what has been the cause of these bank failures? 

Mr. Murray. We can give you the record of every bank. 

' Mr. Weexs. Do you know, generally speaking, what percentage of 
the failures has been due to the officers or directors of the bank over- 
loaning to corporations or interests in which they had some personal 
interest ? 

Mr. Murray. I could not say. 

Mr. Kann. There is a table in the annual report of the comptroller 
which shows all of that. 

Mr. Murray. It is so general, though, that I do not think it would 
be of very much assistance to you. It says “ X, Y, and Z, overloans 
to officers, general inattention,” and various other things. It is very 
indefinite. 

Senator Danrex. What have been the losses to depositors since the 
panic of last year? 

Mr. Murray. I can take up New York. There was the most critical 
situation. Two large national banks failed there. One of them has 
paid out in full, Senator, with 6 per cent interest; the other has paid 
out 95 per cent and will pay out in full, and there will be something 
left for the stockholders in both cases. 

Senator Danrex. There will be no loss to depositors? 

Mr. Murray. There will be no loss to depositors in either of those 
cases. 

Senator DanreL. Have you made up statements about the percent- 
age of bank losses with reference to bank guaranties by compulsory 
or voluntary process? 

Mr. Murray. About a month ago we made up some calculations of 
different kinds to meet certain inquiries, Senator, that came in from 


Mr. Bonynex. That has been much greater than the loss to the 
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different parts of the country. Each of the inquiries was different, 
and very often it applied to a single State where the person was in- 
terested; and we made up the calculations for the banks in that 
State. In some of the States there has never been a failure of 
national banks, and therefore they wanted to know what they would 
have contributed to a fund, for instance, from which they would 
have received no benefit, and various other statements like that. 

The Cwairman. Mr. Comptroller, you spoke about the unsatis- 
factory character of the examinations that had been had for a series 
of years. Is that owing to the lack of organization or to the per- 
sonality of the examiners? 

Mr. Murray. I think it has been owing, in a way, to both—to the 
organization and to the personality of the examiners, and to the 
system under which they work. 

The CuairmMan. The remedies for both are in your hands, are they 
not, now? 

Mr. Murray. I can not remedy the fee system, but I can remedy 
the others. 

The Cuamrman. But you can remedy the personality and you can 
remedy the organization ? 

Mr. Morray. Yes, sir. 

The Cuarrman. For that you do not need any legislation. 

Mr. Murray. And I can, I think, remedy the other, because I have 
told the examiner that even if he loses money in examining a bank 
he must find out its exact condition. In other words, he must stay 
in the bank until he has found out its exact condition and can make 
an accurate and complete report on the condition of that bank, even 
if he loses money on that examination or on any other examination. 

Secretary Corretyovu. But that you would remedy from the point 
of view of the bank and at the expense of the examiner? 

Mr. Morray. I would remedy that simply by taking money out 
of the pocket of the man making the examination. I would make 
him give the service to the Government, and he would not have any- 


thing left. 
Senator Daniex. But a man ought not to be mulcted in that way. 


Mr. Morray.. No. 

The Cuarrman. Then there is very little in the way of legislation 
that you think is desirable to promote efficiency in this line? 

Mr. Murray. No; I think a very little amendment here and there 
to the law is all that is necessary to make it work very well, Senator. 

Mr. Bonrncer. You were asked a moment ago (and I do not think 
you answered it) a question relative to the loss of the depositors since 
the organization of the national banks. 

Mr. Murray. I think that on the total deposits in national banks 
the estimate is one twenty-sixth of 1 per cent. 


94 NATIONAL MONETARY COMMISSION. 


Mr. Bonyner. That is, annually ? 

Mr. Murray. The total loss. 

Mr. Bonynee. For the whole forty-five years? 

Mr. Murray. Yes; for the whole forty-five years. 

Senator TrtxeR. Will you give that again, please? 

Mr. Murray. One twenty-sixth of 1 per cent, Senator. 

Mr. Burton. That is, in the case of the national banks? 

Mr. Murray. The national banks. 

Mr. Bonynee. For the entire period ? 

Mr. Murray. Yes, sir. 

The Cuatrman. That would indicate, would it not, that the gen- 
eral character of the management of those banks has been equal to 
the general business management of other organizations? 

Mr. Murray. It would indicate that it has, as an entire system— 
that it was equal, if not better, than many. 

Senator Hatz. It must be operated better than the ordinary cor- 
poration, for this is a public corporation, started by the Government, 
and it ought to be pretty nearly perfect. 

Mr. Murray. That is what I think. Now, Senator, may I make 
another statement ‘here, if you please? 

The Cuarrman. Certainly. 

Mr. Murray. This year there will go over my desk about 15,000 
letters of criticism addressed to the banks. Those letters range in 
length from two pages to twenty, telling the banks wherein they are 
violating the law and asking them to remedy those violations. There 
is not a bit of power in the comptroller to force them to do a single 
thing. that he asks them to do. The whole bank act, so far as 
reasonable, efficient, working power in the comptroller is concerned, 
is simply a rope of sand. There is one penalty prescribed in the 
national-bank act of $100 a day for each day’s delay in a bank 
sending in its report of condition under the five calls made by the 
comptroller. They know that that -penalty of $100 a day is on the 
statute books, and still at the last call I had to send 500 telegrams 
to the banks asking them to send them in. We can not make up the 
total figures without them. The country is very anxious to get them, 
and every day means great pressure for the figures,.and we can not 
make them up until every bank’s report is in. So I simply prepared 
a circular (and it has been prepared for years) to the banks, telling 
them, if they could not get the signatures of all the directors, to 
send in the figures anyway, and they could complete the report after- 
wards; but they pay no attention to that. So I simply let the fine 
run. Under the call that I made last Friday they will all send in 
the reports. It is much easier to do that than it is to pay $100 a 
day to the Government. 

Mr. Weexs. Hew much do you get out of the fine? 
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Mr. Mcrray. We fined about five of them last time; but this time 
we will fine them all. 

Senator Harr. Did they pay? 

Mr. Murray. They have to pay. 

Senator Tetier. You have fined them, you say? 

Mr. Murray. I fined five of them last time; and this time they 
have all been advised by letter just what to do, and if they do not 
care to heed it we will let the fine run. 

Senator Trtier. Certainly; I think you ought to. 

Mr. Murray. Next time we will not be held up at all, and will not 
have to pay for 500 telegrams. 

The Cuarrman. Would you like to be given power to require a 
bank to change the character of the paper it has taken ? 

Mrs Meike I think that is a very dangerous power to give the 
comptroller, Senator. 

The Cuairman. I agree, but I would like your views. 

Mr. Morray. I think that the comptroller would then be in the 


' position of trying to be a banker instead of being an executive officer. 


Senator Tetiter. He would be running all of the banks instead of 
being a general overseer. 

Mr. Murray. I think the law is all right as it is; if the comptroller 
has the power to make the officers stay within it, it is all right as it 
is to-day, with the exception of a little smoothing out here and there. 

Mr. Burcrss. Do I understand that you approve the recommenda- 
tion of putting these bank examiners on a salary, Mr. Comptroller? 

Mr. Murray. I have not approved it, and I should like to make a 
statement on that point, if I may. 

The Cuarrman. Certainly. 

Mr. Murray. The present system has a great deal to recommend 
it; and I have thought it over in every possible phase that I can think 
of. For instance, the Government is absolved from all bother about 
the accounting, which would be quite an expense to the Government. 
I think the whole system works very inequitably now, for this reason: 
In the large cities, where the value of collateral can be determined by 
a market quotation, and most of it is listed, of course the work is very 
much easier (although the transactions, of course, are larger) than is 
the work of the man who goes all over the country, from town to town, 
and over the great distances in the West, with no home life, putting 
up with every discomfort, and getting a very poor compensation out 
of it. I think that if the fee system is continued the fees ought to be 
graded according to the work required. I think many of the banks 
pay too much now; but at the same time I think that many of the 
banks in the smaller places pay too little. There is no real reason 
why a man in one of the large cities should earn in the gross $15,000 
or $18,000 a year, and a man traveling and away from home nearly 
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all the year, putting up with every discomfort you can think of, 
should earn in the gross from $3,000 to $5,000. His work is a great 
deal harder, and the physical conditions under which he works are 
very much worse. 

Senator Harz. And in many cases he does not get over $2,000 net? 

Mr. Murray. Yes; that is true. Therefore, if the fee is raised in 
certain districts so that the man can stay in the bank long enough to 
give it a fair and careful examination and not feel that he has to 
examine two or three banks a day (as has sometimes been done, stay- 
ing in a bank an hour or an hour and a half or two hours) in order 
to make a living wage—if the fee is made large enough so that he will 
be able to stay and make a thorough examination of the bank, and 
then it is seen that he does it, I think the present system will work 
splendidly. . 

Senator Hate. Have you any question about the desirability of 
apportioning this expense, this burden on banks, not by their capital 
stock, but by their resources? 

Mr. Murray. That ought to be done, Senator; because we now 
have banks with $50,000 or $100,000 capital that have a million or a 
million and a half of deposits; it takes a man three or four days to 
examine such a bank, and the fee is $20 or $25. 

The Cuairman. But you do that now partly on fees based upon 
capital and partly on fees based upon resources, do you not? 

Mr. Morray. Only in the reserve cities; but I am speaking now of 
a little bank in a small place that has a small capital and tremen- 
dous assets in proportion. The practice has been heretofore that the 
directors would vote the examiner an honorarium for making that. 
examination of just double his statutory fee; but I have made a rul- 
ing since I have been comptroller that they must not accept that. 
They are simply to take what the statute gives them, and let the rest 
go. I do not think it is wise to allow the banks to be voluntarily 
voting a contribution to an examiner. If the Government can not 
pay him, or the banks can not pay him, under the statute, what he is 
entitled to receive, he ought not to receive it from the board of di- 
rectors as a gift. 

Senator Harr. I should think that was a very marked abuse—the 
practice that you speak of, of the banks that are examined by the 
examiner, and that have an interest in every particle of work that he 
does, being allowed to vote him an honorarium, and his being allowed 
to take it. Are there many cases of that kind ? 

Mr. Murray. Not many, Senator; but there are some banks that 
are so large that the fee is so small that the bank officers have really 
felt ashamed, and they have voted this honorarium in good faith. 


But I have stopped it, because, as I say, I did not think it was good 


practice. 
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Mr. Bonynen. Do you think it is wise, either, that. the banks 
should be permitted to employ these bank examiners for their own 
purposes in making examinations of their banks? 

Mr. Murray. I do not. Two or three examiners have asked me for 
permission to make a careful audit of banks or to give the bank 
officers a copy of the list of collateral which the examiner makes up 
at the time of his examination, and I have refused to permit it. I 
think the examiner should serve the Government only. If the bank 
wants an independent audit, there are many people who can make it 
and they should make it. I do not believe in mixing up the work of 
the bank examiner in that way at all. 

Mr. Werxs. Why should not the bank examiner furnish the officers 
of the bank with anything he finds in the bank? 

Mr. Bonynes. That is, with what he has found during his official 
examination, but not for a compensation to be received from the bank? 
That was the point I made. 

Mr. Murray. My first objection to the bank examiner giving the 
bank officers a list of what he finds in the bank in the way of collateral 
is that the bank’s books should show what is in the bank. 

Mr. Weeks. Yes; that is true. 

Mr. Murray. If you mean by that, Mr. Weeks, that the bank exam- 


- iner should tell the officers and directors every violation of law and 


every condition which he finds that he considers bad, I think he should 
do that; and I am going to issue instructions to that effect within a 


week. 
Mr. Werks. I did not mean exactly that. Why should he not tell 
them if he finds that the collateral in the bank is in any way different 


’ from the collateral as the books show it? Or, in other words, why 


should he not furnish them with a list of the collateral as he finds it? 

Mr. Murray. It is hard for me to answer that question, because 
some of the banks are run in such a careless fashion. For instance, 
an examiner will find on a note a pencil memorandum of some one 
or two letters, or three letters. He will ask what that means, and 
they will go to another safe and bring out an envelope with collateral 
in it and say “ This belongs to that note.” They keep no books, no 
register, where all the collateral is entered and where the substitu- 
tions are also entered. They will keep in one tin box some collateral 
which they say belongs to a certain note; and very seldom is it in the 
same jacket, in country banks. But the examiner takes what he finds; 
or if he does find a discrepancy, he asks where it is. Sometimes he 
finds it and sometimes he does not. 

Mr. Burcess. With reference to this question of bank examiners, 
I want your opinion about another matter, Mr. Comptroller. What 
do you think of the wisdom of having the office take control of all 
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these assistants, and perhaps increase the number and thus build up 


a corps from which vacancies can be filled with more competent men, 


who have had actual experience? Could not that be done? 

Mr. Murray. Do you mean under the present plan ? 

Mr. Burcxss. Could it be done under existing law? And if not, 
what do you think of the wisdom of having a statute which would 
authorize that method of procedure? 

Mr. Murray. I think that would tend toward getting in trained 
men all the time to recruit the men that drop out. 

Mr. Burcsss. That is the way it occurred to me; but I wanted your 
opinion about it. As it is, I understand, you only appoint an exam- 
iner when the service requires an additional man? 

Mr. Murray. As it is now, when we appoint a man, for instance, 
at New York or one of the large cities, and give him those banks, I 
would not approve of the policy of dictating the men whom he shall 
take to assist him, because he is responsible under his oath of office 
for that work, and he should select his own men. Therefore, under 
the present system, I should not be in favor of it. But if you put 
them under a salary system and grade the salaries, and the Govern- 
ment appoints all of the people, then I should think that that would 
work splendidly. 

The Cuarrman. The matter of the fee of the examiner is made by 
law a matter of regulation of the department, is it not? 

Mr. Murray. No; the matter of fees is statutory. 

The Cuarrman. In all cases? 

Mr. Murray. No; in the reserve cities it is fixed by the comp- 
troller and the Secretary of the Treasury. I had a statement drawn 
up, which I should like to introduce if you would like to have it, 
showing exactly what the fees are. . 

The Cuairman. We should like to have it. I knew that in-the 
large cities it was subject to regulation, and I had an impression that 
it was all over the country. 

Mr. Murray. I will hand it to the stenographer and let him incor- 
porate it, if you please. 

(The paper referred to by Mr. Murray is as follows:) 


FEES FOR EXAMINATIONS. 


Section 5240, United State Revised Statutes, provides for the com- 
pensation of national-bank examiners as follows: 

Country banks—F or banks not located in reserve cities, or not in 
the States of Oregon, California, and Nevada, or not in the Terri- 
tories, the examiners shall receive compensation as follows: Capital 
less than. $100,000, $20; $100,000 and less than $300,000, 25; $300,000 
and less than $400,000, $35; $400,000 and less than $500,000, $40; 
$500,000 and less than $600,000, $50; $600,000 and over, $75. Okla- 
homa same as country banks. 
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__ Banks in reserve cities, Territories, and the States of Oregon, Cali- 
fornia, and Nevada the examiners shall receive such compensation as 
may be fixed by the Secretary of the Treasury upon the recommenda- 
tion of the Comptroller of the Currency. The rates are now as 
follows: 

Reserve cities—$300,000 and less, $50; $500,000 and less, $60; 
$750,000 and less, $80; less than $1,000,000, $100; $1,000,000, $120 and 
$1 additional for every $100,000 of capital in excess of $1,000,000 


capital, plus 1 cent for every $1,000 of gross liabilities. Chicago, 12 


cents. Denver (see Colorado). 
Oregon, Washington, North and South Dakota.—Less than $100,000, 
_ $80; less than $300,000, $35 ; less than $400,000, $45; less than $500,000, 
$50; less than $600,000, $60; $600,000 and over, $85. 
_ Territories—tLess than $100,000, $50; less than $200,000, $75; 
- $200,000 and over, $100, except when the aggregate liabilities are 
_ $1,000,000 or over, then at the rate of 1 cent for each $1,000 of such 
liabilities in addition to the assessment. Such rates apply to Mon- 
_ tana, Idaho, Wyoming, Utah, Nevada, New Mexico, Arizona, Hawaii, 
_ Alaska, and Porto Rico. 
Colorado, Denver included—tLess than $100,000, $35; less than 
_ $300,000, $40; less than $400,000, $50; less than $500,000, $555 less 
than $600,000, $65; $600,000 and over, $90. Denver, 2 cents on each 


_ $1,000 on bank’s liabilities in excess of $1,000,000. 
r) 


California.—Less than $100,000, $35; less than $300,000, $40; less 
than $400,000, $50; less than $500,000, $55; less than $600,000, $65 ; 
~ $600,000 and over, $90, except when the aggregate liabilities are 
$1,000,000 or over, then at the rate of.1 cent for each $1,000 of such 
liabilities in addition to the assessment. 

Mr. Bonyncer. Mr. Comptroller, is the number of bank examiners 
fixed by statute, or is that within your discretion ? 

Mr. Murray. That is in my discretion. 

Senator Hatz. There is no limitation ? 

Mr. Murray. No limitation. 

Mr. Burton. I did not quite understand what you said in regard 
to saving the task of accounting, which I understood you to say was 
one advantage of the present system. 

Mr. Murray. As it is now, the examiner has a statutory fee; he 
pays his own living expenses, his own railroad travel, and the sub- 
sistence and travel of his assistants if he takes them with him. So 
that the Government has nothing to do but to transmit to him the 
statutory fee. 

Mr. Burron. Otherwise it would have to go before the Auditor of 
the Treasury, and there would be considerable machinery necessary 
in paying their expenses? 

Mr. Murray. Exactly; and in the comptroller’s office we would 
have to have a preliminary audit. We would have to organize an 
auditing division, and the vouchers would go from there to the 
auditor of whichever department the matter was put under; and 
there would be quite an expensive machinery growing up for the 
audit from which now the Government is entirely free. 
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_ Senator Daniex. You pay them so much a day, I suppose, on actual 
travel ? 

Mr. Murray. Do you refer to the examiners now, Senator? They 
get a statutory fee for examining a bank, depending on the capital. 

Senator Danrev. And traveling expenses? 

Mr. Murray. No, sir; they have to pay their own traveling 
expenses. 

Senator Danrev. What is their fee? 

Mr. Murray. Will you read it, Mr. Padgett? You have the list 
there. 

(The list referred to was handed to Senator Daniel.) 

The Cuairman. Is there anything else, Mr. Murray, that you 
would like to bring to our attention? If not, we have asked some 
bankers (the president of the American Bankers’ Association and the 
legislative committee of that association, and a number of other rep- 
resentative bankers from different parts of the country) to attend 
our sessions and advise with us with reference to the matters under 
consideration, and we will hear them to-morrow. We will be glad to 
have the secretary and yourself present. 

Mr. Murray. Thank you. 

The Cuatrman. I think a free discussion of all the points involved 
will be a good thing for us all. 

Mr. Weexs. May I ask Mr. Murray one question ? 

The CHarrman. Certainly. 

Mr. Werks. Have you considered any method of paying out the 
deposits in failed banks more rapidly than the assets can actually 
be turned into cash? There is frequent complaint, especially in the. 
country districts, that people are unable to get their money and are 
embarrassed on account of it. Has that matter been brought to your 
attention ? ° 

Mr. Murray. I have thought of it a great deal; and for lack of 
information depositors very often sell their receivers’ certificates for 
much less than the men who buy them up make out of them. In 
other words, they sell them for 40 or 50 cents on the dollar, often less, 
and the banks may pay out in full. My own idea is that I do not 
believe that the Government could pay the money in advance of the 
assets being converted into cash. I can not see any plan whereby 
that could be done. But I think that can be reached by the receiver 
promptly giving out to every creditor the best estimate he can make 
as to what those receivers’ certificates will be worth, so as to prevent 
the original creditors selling them at a sacrifice and somebody else 
who can afford to hold them eventually getting par and 6 per cent 
interest. 

Mr. Werxs. Do you not think the receiver could be authorized to 
make a loan on the assets and pay out the proceeds of that loan? 
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The Cuarrman. Senator Bailey told us the other day that there 
were a good many unnecessary delays in the distribution of the assets 
of failed banks. 

Mr. Murray. I had the receivers of all the failed banks here before 
me about a month ago, Senator, and I told them that any receiver who 
delayed closing his trust to- day was a polite robber. The average 


length of time in closing receiverships is about four and a half. con 


I think that is entirely too long. 

Senator Hate. Can you not shorten it? 

Mr. Morray. I can by putting in some new receivers and reducing 
their salaries, which I did. 

Mr. Bonynen. How long is it, usually, after a bank fails before the 
first payment is made to the depositors? How much time usually 
elapses ? = 

Mr. Murray. I can not say what the average is, but very often we 
have paid a dividend of 40 or 50 per cent within a. fortnight when 
there happened to be a good deal of money on hand and the bank had 
some liquid assets. 

Mr. Bonyner. That is unusual, however, I suppose? 

Mr. Murray. That is very unusual. Again, a fair-sized dividend 
is often paid within a few weeks. It varies. And again, after several 
years, a 5 per cent dividend (a total of 5 per cent) is paid. 

Mr. Bonynez. It is pretty hard to make any average, then ? 

Mr. Murray. Mr. Kane says that he has made an estimate of about 
five months. 

Mr. Bonyner. About five months? 

Mr. Murray. Yes—for the first dividend ? 

Mr. Kane. Yes. 

Mr. Murray. That is too long. 

Mr. Bonynee. Is there not any way of shortening that? That 
seems like a very long period to have to wait for the first dividend. 

Mr. Kane. Some have been paid in thirty days. 

Mr. Murray. In New York, in the case of the two failures there, the 
receiver paid within six or seven months after the date of closing, 
a hundred per cent and interest in one case, and 95 per cent in an- 
other. It depends on the liquid form of the assets. 

Mr. Burton. Have you any rule as to the amount of dividend you 
must have on hand before you pay out anything? 

Mr. Murray. We pay just what the receiver can convert into cash; 
and we try to distribute the money as promptly as possible, to re- 
lieve the situation in the community. 

Mr. Burton. There is no rule about waiting until he gets a certain 
percentage for a dividend? 

Mr. Murray. No; we never pay less than 5 per cent, however, 
unless it is a final dividend. We very often make a 5 per cent divi. 
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dend when we can make that, rather than wait for enough money to 
make a 10 per cent dividend, in order to relieve the situation. 

Mr. Werxs. What would be the objection to permitting receivers to 
make loans on their assets and paying out the amount realized in 
that way? 

Mr. Murray. Suppose the assets were not good? 

Mr. Werks. That is the fault of the man who makes the loan. 

Mr. Murray. I think a government officer ought not to be a party 
to a transaction that would lead to loss to another corporation. 

Mr. Werks. I should think the man who takes the loan would be 
taking the risk there. 

Mr. Murray. The Comptroller, in the history of the office, has al- 
lowed the receiver to pay a dividend by anticipating some collections 
for a few days; but he did not sleep soundly until the collections were 
made, — | 

Mr. Pancerr. I would like to ask just one question here, if you 
please. I notice here that it says, under section 5240, “ Country 
banks: For banks not located in reserve cities, or not in the States of 
Oregon, California, and Nevada, or not in the Territories, the exam- 
iners shall receive compensation as follows:” and then there is a 
schedule of fees given. The first one is, “ Less than $100,000 capital, 
$20;” and then I notice, down below here: 

“In the States of Oregon, Washington, North and South Dakota, 
less than $100,000, thirty dollars.” 

Mr. Murray. The statute makes that exception—the statute itself. 

Mr. Kane. No; that is under the fees fixed by the Secretary on 
your recommendation. 

Mr. Papcerr. How does he fix the fees in Washington and North 
and South Dakota differently than in the other States, when it says 
in the first part that the exception applies to Oregon, California, 
Nevada, and the Territories? 

Mr. Kanes. We take into consideration the cost of traveling éx- 
penses—the comparative cost of travel. 

Mr. Papeerr. I know. 

Mr. Murray. You want to know where the power is, do you not? 

Mr. Papeerr. Yes; I want to know where the power is. 

Mr. Kanr. It is all in that section of the act which confers power 
upon the comptroller 

Mr. Papcerr. I want to know if the statute also excepts Washing- 
ton and North and South: Dakota. 

Mr. Kane. Here is the way the statute reads: 

“All persons appointed to be examiners of national banks not 
located in the redemption cities specified in section 5191 of the Re- 
vised Statutes of the United States, or in any one of the States of 


Oregon, California, and Nevada, or in the Territories, shall receive 
compensation for such examination as follows :” 
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Mr. Paperrr. That does not mention Washington, North or South 
Dakota. 

Mr. Burron. The statute was passed when those were Territories, 
perhaps. 

Mr. Paverrr. That is what I want to know—whether that is the 
case or not. 

Mr. Kanr. Yes; when this statute was passed a number of those 
States were Territories. 

Mr. Papvcerr. Do you still treat them as Territories under your 
construction ? 

Mr. Kane. Yes; we do. 

Mr. Papéerr. That is what I wanted to get at. 

Mr. Murray. And some of them complain, Mr. Padgett—in the 
letters which I receive a great many of the western banks complain— 
about the fees they have to pay being a good deal larger than those 
in the other States, and ask for a readjustment. 

Mr. Papcerrr. I just wanted to see if you treated those States and 
Territories as of the date of the passage of the act or of their existing 
condition as States. 

Mr. Murray. Exactly; as of the date of the passage of the act. 

The Cuatrman. If there are no further questions to be asked, we 
will stand adjourned until to-morrow at 11 o’clock. 

(As above stated, the commission thereupon adjourned until to- 


+ morrow—Thursday, December 3, 1908—at 11 o’clock a. m.) 


Wasuineoton, D. C., 
Thursday, December 8, 1908—11 o'clock a. m. 


The commission met pursuant to adjournment at the rooms of the 
Finance Committee, United States Senate, Washington, D. C. 
Present: Senators Aldrich (chairman), Burrows, Hale, Knox, 
Daniel, Teller, and Money; Representatives Vreeland (vice-chair- 
man), Burton, Weeks, Bonynge, Smith, Padgett, Burgess, and Pujo. 
Present also, Hon. L. A. Coolidge, Assistant Secretary of the Treas- 
ury, and Lawrence O. Murray, Comptroller of the Currency. | 
Present also, Mr. George M. Reynolds, president of the American 
Bankers’ Association, president of the Continental Bank of Chicago} 
the legislative committee of the association, consisting of Mr. Arthur 
Reynolds, chairman, president Des Moines National Bank, Des 
Moines, Iowa; Mr. E. F. Swinney, president First National Bank, 
Kansas City, Mo.; Mr. J. A. McCord, vice-president Third National 
Bank, Atlanta, Ga.; Mr. John L. Hamilton, Hoopeston, Tl.; and Mr. 
W. V. Cox, pegdent Second National Bank, Washington, D. C. 
Also the following bankers present by invitation of “the commis- 
sion: Mr. William H. Porter, president Chemical National Bank, 
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New York City; Mr. Thomas P. Beal, president Second National — 
Bank, Boston, Mass.; and Mr. Ernest A. Hamill, president Corn Ex- 
‘change National Bank, Chicago, Il. 


STATEMENT OF MR. GEORGE M. REYNOLDS, PRESIDENT OF THE 
AMERICAN BANKERS’ ASSOCIATION AND PRESIDENT OF THE 
CONTINENTAL BANK OF CHICAGO, ILL. 


Mr. Reynops. I suppose that in the suggestions which J offer here 
you want me to confine myself entirely to Sth suggestion of amend- 
ments relating to the administrative features of the eee banking 
law ? 

The Cuairman. Yes. 

Mr. Reywnoups. I have one thought in mind that I may properly 
suggest at this time. It may be RS foreign to what you want 
me to say, but I can not resist the temptation to say it, in the hght 
of the responsibility of the management of the comptroller’s office. 
I think that while we are talking about the question of putting the 
examiners on a salary, it naturally calls to our notice the salary of the 
comptroller himself. Personally, I think it is inadequate; and I 
think some improvement should be made in that direction. 

Mr. Bonyncer. What is the salary of the comptroller at present? I 
do not know what the salary is. 

Mr. Reynotps. Five thousand dollars a year, as I understand. 

The Cuairman. About half the amount paid to some of the exam- 
iners. 

Mr. Reynoxps. About half what some of the examiners are get- 
ting. And while I am not unmindful of the trouble that would 
‘perhaps follow if you were undertaking to raise the salaries of some 
men in public service, still I think that the difference in the character 
of the business the man has under his charge should be taken into 
consideration, and at least something like a reasonable compensation 
should be given for responsible work. 

When I left home I was quite convinced in my own mind that the - 
examiners should be put upon a salary basis. At that time I was 
under the impression that the range of salaries should be made from 
perhaps $2,400 a year to possibly $10,000 a year and expenses. I 
‘am frank to say, however, that after listening to the discussion of the 
matters here yesterday and giving the matter further consideration, 
and also taking into consideration what the increasing of these sala- 
ries might mean in the relation of the examiners to other public em- 
ployees whose salaries we know are not great, I am rather inclined 
to believe that it would be best to let the fee system stand, with an 
additional compensation of possibly 2 cents for each ihousead dollars 
of deposits, in addition to the regular fee which they now have. I 
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think, as Mr. Murray suggested yesterday, that they can control the 


length of time that their people consume in the examination of a 
bank; and if you allow the examiner a sufficient compensation 


‘through the adjustment of fees such as they have been getting, with 
perhaps an additional 2 cents for each thousand dollars of deposits, 


it will make a compensation that will be sufficiently large, in my opin- 
ion, to pay them fairly well for their work. And Mr. Murray, or 
any comptreller, can see to it that they put in sufficient time and 
make their examinations more thorough. 

The manner of the appointment of the examiners, in my opinion, 
is one of the most important things of all. I think the custom now 
is—although it is not a law—that if there is a vacancy in an exam- 
inership in a State, the Members of Congress, or perhaps the Sena- 
tors—I do not know exactly how it is handled—agree upon some one 
for that position and make a recommendation to the Comptroller of 


_ the Currency or the Secretary of the Treasury in accordance with 


that agreement. Of course I do not understand that that is binding 
in any way at all, yet I think that as a matter of precedent it has 
been followed fairly generally. Am I not right, Mr. Murray, in that 
heretofore that has had-a great influence in the oppointing of the 
examiners ? 

Mr. Morray. That is true. 

Mr. Reynoips. While I know that politicians who are successful 
in their candidacies for office may properly be construed to have the 
right to the “ spoils of office,” still I think that if that could be. elim- 
inated in this one particular thing, and the Secretary of the Treasury 


and the Comptroller of the Currency could be free to appoint exam- 


iners wholly upon their merits, you would accomplish a great deal 
in improving the efficiency of the bank examiners. 

The Crartrman. I am not sure what the custom has been generally.. 
There have been two or three vacancies in my State in the position 
of bank examiner since I have been in the Senate, and it has been 
customary for the comptroller to ask me, as a Senator, if I had any- 
body to suggest, but accompanying it with a statement that this did 
not mean that he would appoint the man that I should recommend. 
What I have done has been to ask the bankers in my State to sug- 
gest a name to me. I simply transmitted their recommendation; but 
IT do not know whether this course has been followed generally. I 
take it for granted that Mr. Murray would not hesitate to appoint 
a man whom he thought was efficient, even if he did not have the 
recommendation of Senators or Representatives. 

Senator Hate. Or even if he did. 

The Cuarrman. Yes. 

Mr. Morray. May I say a word, Senator? 

The Cuarrman. Yes. ; 2 
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Mr. Murray. I have appointed but three bank examiners, and one 
of the three was recommended by two Senators. I told the Senators 
that there were several applicants from that State, and that we had 
looked into the qualifications of every one of them and knew their 
standing, and I should be very glad to have their opinion of all the 
candidates. I gave them the papers, and we went over them to- 
gether; and they recommended the best one of the lot, and he was 
appointed. The other two were not recommended by anybody, except 
as to their general standing in the community. 

Senator Tetier. I do not recall that in my service in the Senate I 
have ever recommended any bank examiner, and I do not believe I 
ever have. I would not feel myself competent to do so, and I have 
always refrained from doing those things. I do not think any 
comptroller has ever asked me about any man, either. I have felt 
that that belonged, really, to the banks. 

Mr. Reynotps. I hope you gentlemen will not feel that this sug- 
gestion on my part implied that I believe you would not be con- 
scientious in the recommending of men. But while I am not very 
familiar with the situation now, I know that some years ago, in my 
own State it was quite the rule, if there was a vacancy, for the con- 
gressional delegation to agree upon a man and recommend him; and 
I think for some years the men in those positions from that State 
have been appointed in that way. It does not follow, of course, that 
they may not have gotten the best men; but if it grows to become a 
practice, I think you will readily see that it might handicap the 
comptroller in getting the very best men. 

Senator Kwox. I should like to state, Mr. Reynolds, that my experi- 
ence has been exactly that of Senator Teller. My length of service in 
the Senate has not been quite five years, but I represent a very popu- 
lous and important State; and I never was asked by either a bank 
examiner or a man who was a candidate to recommend him, nor by 
the comptroller to recommend a man. I did on one occasion bring to 
the notice of the comptroller a man who had had some banking ex- 
perience, who wanted to be put on the waiting list, and stated that if 
he would investigate him and found him to be qualified I would be 
very much gratified if he could get a place. But he has never gotten 
it. That has been my experience. 

Senator Monny. I should like to ask the comptroller a question 
right here, and that is this: Suppose the Senators whom you referred 
to had selected the worst man on that list instead of the best, what 
would you have done? 

Mr. Murray. I can only refer to the two Senators. I told them 
IT would not even consider such a recommendation if they did not 
recommend the best man; that I would have appointed him without 
any recommendation. 
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Senator Monry. Then you appointed him because he was the best 
man, and not because the Senators had recommended him ? 

Mr. Murray. I appointed him because he was the best man recom- 
mended from that State. | 

Senator Monry. And you were very glad the Senators coincided 
with you? 

Mr. Murray. I was. Not only was he the best man in the State, 
but the outgoing examiner, who was one of the best men in the. 
service, also said he was one of the best men in the State. 

Mr. Reynotps. I think what has been said here has disabused my 
mind very largely of the theory I had in reference to that matter, and 
I am very glad to have it disabused, Mr. Chairman. 

Senator Texter. I recall that when Mr. Cleveland was elected he 
dropped some man that was well known to the bankers of my State, 
whose name, of course, I do not recall now, and they sent me a request 
that I should go to the comptroller and object to his being dropped. 
That I did. I did not know the man and do not now recall his 
name, but he was reinstated, I know. That is the only interference 
that I have ever had, directly or indirectly, and that was at the sug- 
gestion of the bankers of Colorado—or, rather, of Denver. 

The CuHarrman. I do not understand that you suggest that they 
shall be appointed after competitive examinations ? 

Mr. Reyno.ps. Not at all; no. Ido not believe in that. I believe 
the comptroller’s office should be left free to handle the matter of ap- 
pointments according to the best judgment of the comptroller him- 
self, concurred in by the Secretary of the Treasury, which I under- 
stand is the practice now. 

Senator Money. Mr. Reynolds, as long as this remark of yours has 
brought out some individual experiences, I want to say that I have 
been here a good while in both Houses, and I do not recall the fact 
that anybody ever consulted me or I ever consulted anybody about 
anything of the sort; and I never heard before that any Member of 
Congress or Senator had ever had the slightest thing to do with the 
appointment of these bank examiners. 

Mr. Reynoups. I think the Congressmen and the Senators in my 
own State (I refer to Iowa) must have been more tenacious for their 
rights than some of you gentlemen. 

Senator Monry. I come from a State, though, whose members are 
not consulted about anything. 

Mr. Reynoxps. Yes; I understand. 

Senator Monry. We are on the wrong side of everything. 

Mr. Reynotps. Personally, I should very much doubt the wisdom 
of changing the law so as to give the Comptroller of the Currency 
discretionary powers in undertaking to say when this man’s note or 
that man’s note should be paid, or the line of credit extended to him 
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reduced—provided, of course, he was not getting a line in excess of 
the limits established by law, in which event he would be violating 
the law, and the comptroller would have full power in the matter. 

My own theory about that subject is this: That the national banking 
law was enacted originally for the purpose of enabling us to build 
up in this country a system of banking under which the interests of 
the public—depositors—would be safeguarded; and the Comptroller 

_of the Currency, as I understand, was appointed with a view of su- 

pervising the conduct of banks to the extent of safeguarding the 
interests of the depositors and the public. I think if you give the 
Comptroller of the Currency discretionary power which puts him in 
the attitude of having supervision over the banks, which means a safe- 
guarding of the stockholders’ interests, then I am afraid you will get 
into deep water; and, as I remember it, Mr. Murray himself did not 
‘favor that recommendation, although it was proposed by Mr. Kane. 
Am I right in that, Mr. Murray? 

Mr. Murray. You are right. 

Mr. Reynoups. On the question of the limiting of the amount of 
trade paper which any bank shall take, indorsed by a firm or cor- 
poration which already has filled up the line of credit allowed by 
law, I am a little in doubt as to the wisdom of undertaking to fix that 
by law. A few of us last night in discussing this matter discovered 
that so far as our own banks were concerned none of us could recollect 
that we had a single customer who is using his full line of credit 
and at the same time giving us as much as 50 per cent of that line in 
trade paper. I can not recall it in my own bank, nor could some of 
the other bankers who were here present recall that their banks were 
carrying more than that. 

I recognize that the smaller the town the more difficult it is to 
handle that matter; and the case recited here yesterday I think is a 
fair example. I should think that a bank with $25,000 capital 
ought not to extend $125,000 of credit to a concern on its trade 
paper, even although that trade paper may represent actual 


values and actual transactions. I do not think the average banker . 


would take that much, even though it may be legitimate. And yet, 
on the other hand, having taken it, if it is legitimate and does not 
represent subsidiary companies or represent corporations in which 
officers are interested, it may be just as safe as any loan they have in 
the bank. I can not quite conceive how you are going to safe- 
guard that matter fully without doing an injustice in the smaller 
cities and in the smaller towns where they are trying to encourage 
and build up their manufacturing industries. 

Mr. Vreeitanp. Would you suggest any limit in proportion to capi- 
tal, Mr. Reynolds? In the case of a bank of $50,000 capital in a 
small town where there are some large factories, perhaps, what per- 
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| centage of the capital, or how many times the capital, would you 
: think it advisable, from your banking experience, to take on trade 
paper ? 
| Mr. Reyrnoxps. That is a little difficult to answer, Mr. Vreeland. 
In my own case I should be quite conservative in it; and any sugges- 
tion I might make along that line would not be as broadgauged as 
‘the sates banker in these outside localities would feel that he was 
. _ entitled to have. I do not think, though, that any bank should loan 
five times its capital, either directly or indirectly, to any concern; 
and in the case of the bank that we had brought to our notice yester- 
day, if it had loaned $50,000 on trade paper in addition to its $4,000 
of direct line, I would regard that as the extreme outside amount; 
___ and it is more than I think I would want to have loaned if I had been 
running that bank. And yet, as Senator Aldrich stated; that may 
represent an absolutely legitimate transaction, and every dollar of 
Z the paper may be perfectly safe. 
Senator Knox. Do you not think that the amount of the deposits 


as has something to do with that?. Are not these things all relative? 
_. There are many, banks, as I understand it, in the country with com- 
=“— paratively small capital and very large deposits. I can recall many 


a banks that have ten times as much deposits as they have capital. 
Senator Teriter. That is not uncommon in the West. 

Mr. Burezss. Nor in the South. 

Mr. Reynotps. While that is true in some sections, yet a bank’s” 
capital is supposed to stand as a safeguard between the depositor and 
loss, and the larger your deposits grow to be on a small capital the 
smaller insurance you naturally have; so that I do not think your 

suggestion would be pertinent in that respect. In fact, I think it 
| would work the other way, Senator Knox. 

Senator Kwox. The larger the deposit the less the insurance? 

Mr. Reynoxps. The more certain you ought to be to conform to 
conservative limits with reference to lines of paper. It is the insur- 
: ance fund that stands between the depositor and losses. If a bank 
IP with $25,000 capital has $1,000,000 deposits, and you base the lines of 
ba credit upon the deposits rather than upon the capital, if they make a 
é mistake in their judgment Oe may lose four times their capital on 

a single line of risk. 

Senator Burrows. The larger the deposits the larger would be the 
liabilities ? 

Mr. Reynoups. The larger the deposits the larger would be the 
liabilities and the greater the risk. Therefore I think that all ques- 
tion of the size of loans that any bank may make should be in relation 
to its capital and surplus, and that its deposits should not figure in 
the question from that point of view. 
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Mr. Wrens. As a matter of fact, Mr. Reynolds, you would consider 
and pass on every case that came to you on its merits? 

Mr. Reynoups. Yes; that is very true. That is the reason I say it 
would be very difficult for me to make a suggestion that I think 
would be fair to banks in all sections of the country; because, if you 
take the South, you have very large deposits there, and you have very 
large obligations on the part of the bank to the community to furnish 
money in the moving of cotton. 

Mr. Burczss. Yes; and that is true of cattle, Mr. Reynolds. 

Mr. Reynotps. Yes; cattle also. 

Mr. Bureorss. I have received a letter from a banker in my district 
in which he goes on to discuss that matter, the danger of limitation; 
and he says that he frequently carries one man’s commercial paper (a 
cattleman in the feeding season) for more than his capital, and has 
to do it. .There is no other way to run the business. 

Mr. Reynotps. My own belief in that respect is that a hearty coop- 
eration between the comptroller’s office and the banks themselves, 
through the examiners, when the standard of efficiency of the exam- 
iners has been raised, will enable the comptroller to handle that mat- 
ter along lines that I think will be about as well safeguarded as it is 
possible to safeguard them. ‘There are not many things perfect in 
this world, and I do not believe you are going to be able to make a 
banking law that will be absolutely perfect and ideal in every partic- 
ular, because of the wide area of this country, the number of its in- 
dustries, and all that sort of thing. All those things have to be taken 
into consideration; and I do not think you can get anything that is 
idealistic, so far as a bank the size of my own would be concerned, 
that would be fair in all cases to these little banks concerning which 
we have just been talking. 

Senator Knox. Then, as I understand you, you think it would be 
impractical to establish a hard and fast rule; and that something has 
to be left to the discretion of the banker, subject, of course, to a rea- 
sonable supervision by the comptroller and the examiners? 

Mr. Reynorps. That is my idea; yes. 

Senator TrLier. That is a moral supervision. 

Mr. Vreetanp. What is meant by being subject to supervision by 

the comptroller if we put no authority in his hands? That leaves it 
just where it was before. 

Mr. Reynoxps. So far as the larger cities are concerned, I should 
say that there would be no objection raised by the average banker to 
the limitation of trade paper, which I distinguish from commercial 
paper. The expression “commercial paper” was used here yester- 
day. I take it to mean trade paper, Mr. Murray—paper given for 
purchases and for business transactions, rather than paper sold by 
note brokers, which we as bankers denominate as commercial paper. 


we 
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Senator Monry. I should like to ask you a question, Mr. Reynolds. 
You come to this conclusion, I gather, considering the safety of 
depositors rather than the ene ot to extraordinary business? 

Mr. Reynorps. I do. 

Senator Money. In other words, when a concern that is doing a 
large business (for instance, in lumber) forms a bank principally for 
its own sake, and of course invites deposits and gets them, you are 
considering now almost exclusively the safety of the depositor, and 


- not the enlargement of the business by these extra facilities and large 


credits in proportion to the capital? 

Mr. Rrynoups. I think that every bank, once it is established and 
opens its doors for the receipt of deposits, owes a duty to the com- 
munity in which it is located, viz, to do all it can, consistently and 
safely, to promote the industries of that community. But after all is 
said and done every interest connected with the bank must always be 
subordinated to the safety of the depositor. As I understand it, the 


_ office of the Comptroller of the Currency and the laws regulating his 


actions and regulating his office are purely and wholly for the safe-_ 
guarding of the public interests. I do not think that with a corps of 


__ efficient examiners it is necessary for the comptroller’s office to*go 


further than that. I think that if you do you will get into complica- 
tions which will cause a great deal of trouble. 
Mr. Pancerr. Mr. Reynolds, assuming a little more concrete case 


_ for illustration, if I remember correctly a few years ago the Chemical 


National Bonk of New York City had a capital of $300, 000 and a 
deposit line of perhaps over $100,000,000. 
Mr. Reynoxps. You are a little in error as to the amount; but Mr. 


_ Porter, who is president of the Chemical National Bank, is here, and 


you will hear from him a little later, and I would prefer that you 
would defer that question and put it to Mr. Porter. 
Mr. Pancerr. I did not know whether the line of credit would be 


- measured by the capital in that case. 


Mr. Reynoxps. I think Mr. Porter will tell you, however, that it 
was. Since then the capital has been increased. 

Mr. Papcrrr. I know it has been increased now. 

Mr. Reynoups. As I started to say, I should think 50 per cent of 
the line of direct credit, of 10 per cent of the capital and surplus, 


2 ‘would be an ample line to allow for trade paper, so far as the larger 


banks in the cities are concerned. I may not be correct in that, but 


I believe that 50 per cent would take care of 90 per cent of the re- 
- quirements that the larger banks would have. 


Mr. Vreevanp. Fifty per cent of what, Mr. Reynolds? 
Mr. Reynotps. Fifty per cent of their direct line. Let them take 


their full direct line, as is now allowed by law, and allow them to 


take 50 per cent of the amount in ditional trade paper. Mr. 
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Weeks, you are an experienced banker. Do you not think I am right 
about that? 

Mr. Weexs. You mean trade paper made by any one concern? 

Mr. Rrynoxps. Trade paper indorsed by any one concern. 

Mr. Weexs. I should think that was low. I should want to bi 
governed by the circumstances and responsibility of the concern. 

Mr. Burcess. What would you think of the plan of fixing the limi- 
tation with discretion on the part of the comptroller to grant per- 
mission for excess in a particular case? 

Mr. Reynoxps. I think the comptroller would shirk that responsi- 
bility. I imagine he would. I therefore prefer not to state an 
amount at which I would recommend this limit, Mr. Weeks; and so I 
quite agree with you that it should be left to be settled on its merits. 

The Cuarrman. As I understand you, you prefer that we should 

leave as much as possible to the discretion of honest directors and 
honest managers, and establish as few hard and fast rules as we 
properly can? 
' Mr. Reynotps. My own belief is that the average bank is operated 
by men who are honest and who conduct the business upon the belief 
that they are in the position (at least, the officers are) of trustees; 
that they are the custodians of the funds of widows, orphans, and the 
business interests of the community, and that there is imposed upon 
them a great trust. I believe that the average bank officer discharges 
his duty with that in mind, and I believe that in the conduct of his 
business he subordinates the interests of his stockholders and the 
interests of everybody connected with the bank to those of the pub- 
lic—the safety of the depositors. And yet, on the other hand, I do 
not think we want to lose sight of the fact that the average banker 
in the conduct of his business is putting his money and the money 
of his associates, the stockholders, at risk whenever the bank has any 
business transaction; and with rare exceptions I think you can bank 
upon the man who is running the business (whether it be in a town 
of 10,000, 5,000, or 1,000 inhabitants) exercising fairly good discre- 
tion and fairly good discernment in the matter of the conduct of his 
business. I think it is important that we should keep that in mind. 
But when you talk about giving the Comptroller of the Currency 
authority to regulate the banks, or if you go beyond letting him 
regulate them so far as safeguarding the public interests is concerned, 
you will get him into a maze of difficulties from which he will never 
be able to extricate himself. 

Mr. Pancerr. After all, does it not reduce itself very largely to the 
proposition that the banker must be allowed to bank? 

Mr. Rrynoxps. Yes; it does. 

Senator Monry. Let me ask you another question, Mr. Reynolds. 
Have you considered that there is a danger in legislating to provide 
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_ against the business incompetency of depositors and other people who 


deal with banks? Had we not better let these things take their own 
course—the usual business course ? 

Mr. Reynotps. I do not believe you can legislate so that you can 
properly safeguard the rights of incompetent people to do business in 
any direction, whether it is with a bank or a dry-goods store or a 
hotel or any other place; nor do I believe that you can legislate so 
that you will insure that all men will be honest. 

Senator Money. Is it not rather a dangerous thing to begin to leg- 
islate so as to secure people from their own incompetence, their own 
lack of thrift, their own lack of business sense, or anything else? 

Mr. Reynoxps. I am certainly opposed to that theory, because I 
oppose the guarantee of bank deposits very largely upon that ground. 

Senator Money. Is not a good deal of that idea involved in all this 
kind of protection ? 

Mr. Reynoxps. It seems to me so; yes. 

Senator Monny. And ought not the men who put their money on 
deposit with the banks to exercise business sagacity and sense, or 
suffer the consequences? _ 

Mr. Reynoups. I have a very high opinion of the intelligence of 
the average American citizen, whether he be a business man or a la- 
borer. I am not so much in sympathy with the theory that we have 
to appoint a guardian for everybody who does business in America. 
I find them quite able to take care of themselves, generally speaking. ~ 

Senator Knox. Mr. Reynolds, you have really spoken on both sides 
of this proposition, and I should like to have an answer to the con- 
crete question. 

Mr. Reynotps. I would not make any recommendation 

Senator Knox. Just a minute, now. The scheme of the original 
law, as it has been in existence now for forty-five years, has been to 
leave to the bankers the determination of the question as to what ex- 
tent they will discount for a customer the actual business paper drawn 
against the values that he presents from his customers. Is it, or is 
it not, in your opinion, necessary, based upon the experience of the 
past forty-five years, to take that discretion away from the banks and 
lodge it in the comptroller’s office, or make any hard-and-fast rule on 


the subject ? 


Mr. Reynoxps. I would not change it, Mr. Knox. 

The next question which, as I remember, was suggested in Mr. 
Kane’s paper was that of the impairment of the capital of a national 
bank. + 

I would disagree with Mr. Murray’s recommendation that the 
comptroller should be given power to compel the stockholders of a 
national bank to make good forthwith any impairment of its capital. 
The fact that stockholders of a bank are often widely scattered, and 
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in some cases, through illness, entirely inaccessible for a time, makes 
it seem to me to be unwise to give the Comptroller of the Currency 
power to compel the stockholders to forthwith make good any impair- 
ment of the capital in their bank. If the comptroller is not satisfied 
with the condition of the bank, he has, I think, under the present law, 
sufficient authority to warrant him in keeping such a close supervision 
over the affairs of the bank, through the medium of an examiner, as to 
enable him to properly safeguard the public interest in this respect. 

Mr. Werxs. Should not that time be shortened somewhat from 
three months? 

Mr. Reynoxps. It is really four months now; because they have 
three months, and after that time they have to give a thirty-day 
notice. 

Mr. Weexs. Yes. 

Mr. Reynorps. It might be shortened. 

Mr. Vreetanp. The State of New York has made it sixty days, in 
the new revision of last year. 

Mr. Reynoups. Do you know whether they have had any experi- 
ence under the rule in the matter of requiring assessments? 

Mr. Vreevanp. No; I could not say about that. You know the 
law only went into effect last winter. 

Mr. Murray. Mr. Chairman, may I say just a word? Mr. Rey- 
nolds suggested that I could not appoint a receiver under the exist- 
ing law to control an impairment unless the bank had committed an 
act of insolvency, or was actually insolvent. Therefore, if a bank is 
drifting toward insolvency, the comptroller can not appoint a re- 
ceiver; his hands are tied. 

Mr. Reynoxps. You are obliged to wait until the bank is actually 
insolvent before you can move? 

Mr. Murray. Until they have committed an act of insolvency, such 
as refusing to pay a deposit, or something like that, or are actually 
insolvent. 

Mr. Reynoxps. Then, if that is the case, I should recommend 
cutting that in two, and making it sixty days. I do not think, how- 
ever, that you could do it much short of sixty days, particularly in 
many of the larger places. People are often scattered, and you will 


find some of them in Europe, some in California and elsewhere, thus 


requiring some time for adjustment. 

Senator Dantex. Mr. Reynolds, I want to understand a little better 
than I do about this matter of impairment of capital. The public 
may be safe and the depositors may be safe with reference to a bank 
very often, may they not, when there has been an impairment of 
capital ? 

Mr. Reynoups. Yes; indeed. I think Mr. Murray has just made 
that point clear. 
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Senator Danrex. Can you define what is known as an “ impairment 
of capital? ” 

Mr. Reynoxtps. When a bank gets into such a position that its . 
good assets, including its cash on hand and its cash means are not 
sufficient to pay its sench tei in full and have an amount equal to its 
paid-up capital, I should call that an impairment of capital. 

Senator Danret. Its cash, you say ? 

Mr. Reynotps. Its assets—its good assets. 

Senator Tretier. Bills receivable, etc. ? 

Mr. Reynotps. Investments of every character. 

I should recommend that the law be changed so that the active 
and salaried officers of banks should not be allowed to borrow from 
their own banks. But I see no reason under the sun why directors 
should be in any wise disqualified from borrowing from their own 
banks, for the reason that they represent, as a rule, the most active 
and progressive and strongest business men of the various commu- 
nities where the banks are located; and the bank officers, by reason 
of their close association with them, know more about their affairs 
than they do the affairs of outside persons. 

Senator Hate. Who are the active salaried officers tine you 
speak of? 

Mr. Reynotps. That varies. In large cities they are usually a 
president, a vice-president, perhaps more than one vice-president, a 
cashier, and assistant cashiers. In country towns I suppose very gen- 
erally ie president and the vice-president are not active. They are 
nominal only, and their positions are honorary. 

Senator Money. The cashier does the work in the country banks, I 
think. In fact, I know he does. 

Mr. ee The cashier and assistant cashier usually run the 
banks in the small towns. 

Senator Monry. The cashier runs the whole thing. The others 
are merely figureheads. 

Mr. Bonynce. The president is ordinarily a member of the board of 


directors, too; is he not? 


Mr. Reyno.ps. Yes. 

Mr. Bonynez. Then you would prohibit him from borrowing from 
his bank? 

Mr. Reyno.ps. I would prohibit officers. I would say nothing about 
the directors further than the law now covers that matter. 

Mr. Weeks. Generally speaking, in large cities bank men are not 
engaged in other business. But suppose your cashier, for instance, 
wanted to borrow some money for a legitimate purpose, would you 
not prefer having him borrow of your bank to having him go to 
some other place and borrow, where you would not know what he was 
doing? 
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Mr. Reynoxps. I never have, Mr. Weeks. 

Mr. Werxs. If he did borrow of you and told you exactly what he 
was doing, would it not be safer than to have him going somewhere 
else and borrowing? 

Mr. Reynotps. I quite agree with you in that; but if you leave the 
door open in that respect, there are many people who would take an 
undue advantage of the law, and for that reason I oppose the sugges- 
tion. There is no reason why the cashier or the vice-president of our 
bank, who gives gilt-edged collateral for a loan, ought not to be 
entitled to get it from us. But I do recognize this fact: That if you 
leave that door open, it will be very difficult to control it. \ 

Mr. Puso. Could not that be obviated, Mr. Reynolds, by in all 
such instances having the application for the loan approved by the 
directors in writing? 

Mr. Reynoxps. I do not think so, because in so many instances 
one man will absolutely control the bank through a stock holding. 
He will have a set of officers who do not have more than ten shares 
of stock apiece, perhaps, and he will control the bank so absolutely 
that the reference of the application to the board of directors is only 
nominal in cases of that kind. That is not true in the case of city 
banks, but is often the case in smaller banks. 

_ Senator Money. Mr. Reynolds, as a practical question, it would 
not be any particular hardship upon these salaried officers to adopt 
your suggestion, would it? Because if they are men of credit they can 
get what money they want to borrow from other banks just as other 
people can who have credit, can they not? 

Mr. Reynoups. They can. ~ 

Senator Monry. It would really be no particular hardship to them, 
but it would be a great safeguard? — 

Mr. Rreynotps. I have been nearly thirty years in a bank, and I 


have never had my own note in my own bank, nor have I ever had | 


the note of any active officer of the bank in my own bank. That is 
one extreme, I agree; and I think Mr. Weeks is right in his theory 
that from some points of view it would be better if I knew what my 
cashier was borrowing, if I had it, provided it was well secured, and 
could control the situation. But I do believe that if you let the bars 
down the little fellows through the country who want to get into 
speculative deals will get the money of banks; so if you permit them 
to borrow from their own banks a great deal of trouble is liable to 
follow. 

Mr. Puso. Will it not have the tendency to establish a species of 
espionage, you might say, upon officers working in a bank to find out 
from other officers in other banks whether they are borrowing from 
them or not? Will it not put the officer in a discredited position in 
his own institution ? 
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Mr. Reynorps. I hardly think so. I may be wrong, but I believe 
that it is the rule now for bank officers to do the very thing I suggest. 
I think it is unusual for them to borrow of their own banks. What 
would you say in regard to that Mr. Murray? 

Mr. Murray. Without going through the reports of the examin- 
ers, I could not say. There are a great many banks now where the 
loans are practically all to the active officers, but they are the badly- 
managed banks. 

_ Mr. Reynoxps. Of course, that is the exception to the rule. 

Mr. Murray. That is the exception. 

Senator Monry. Mr. Murray, I am not a business man to begin 
with and therefore probably ought not to be entitled to be heard at 
all; but I know a case where the president and the cashier eg) 
Shsorbed all the money that was loaned out. 

Mr. Murray. That is just what I say. 

Senator Monry. And I know, also, that they have embarked in 
some real-estate speculations which, fortunately, have not turned 


a - out badly—but suppose they had? 


Bh AS ; 


Mr. Murray. They had no assurance that they would not turn 
out badly. 

Senator Money. None in the world. They took the chances, that 
was all. They had the nerve to take the chances; and_I believe they 
are both very honest men, too. I know them both, and I believe they 
are perfectly honest. They never had any expectation, except that 
the real estate was going to continue to increase in value, and that 
they were going to be able to pay all this money back; but there is 
the danger of the thing. And I want to say that I quite agree with 
you about that proposition. 

Mr. Reynoxps. I am not unmindful of the fact that in small towns, 
we will say of a thousand or fifteen hundred or two thousand people, 
there is usually an intense jealousy between the banks; and I can 
readily see how the president of one bank in a small town would be 
extremely reluctant to go across the street and ask the neighbor with 
whom he seldom speaks, because of his jealousy, for a loan. And yet 
I do not know how you can safeguard that matter otherwise. I go 
upon this theory, that if a man is good, and entitled to credit, if he 
can not get it in his own town he will be able to borrow the money in 
the city where his bank keeps its account. 

Senator Knox. Is it not the case that in all small towns under 
five or six thousand inhabitants the president of the bank is usually 
the leading business man of the community, and the man who would 
naturally be the best customer of a bank? 

Mr. Reywnotps. Yes. 

Mr. Bourczss. That is the way it is through my section. 

Senator Knox. That has always been my observation. 
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Senator Monry. Furthermore, Mr. Reynolds, if a man who is a 
salaried officer of a bank finds that he is being set back in any way 
in making money (for that is what all this means), it is very easy for 
him to resign his office and then go and borrow all the money he 
wants to from the bank. 

Mr. Reynoxps. I will have to confess, gentlemen, that I am a little 
old fashioned in my notions about the duties of a bank officer. I am 
strongly of the belief that if I elect to be an active officer in a large 
institution and have the custody of millions of dollars of other 
people’s money, it is my duty, since I have elected to be a banker, to 
stick to the text and not to dabble in outside things. 

Senator Money. If you wanted to borrow money you could resign 
and get it. : 

Mr. Reynoxps. If I am not satisfied with the remuneration that 
comes to me as a banker who sticks to his text, then I think it is my 
duty to resign my position and engage in other lines of business, where 
I can do the things that I want to do. Now, Senator Knox (antici- 
pating, I think, what you had in mind), my thought in this matter is 
that I would not prevent a corporation in which a bank officer is 
interested as a stockholder (I will not say a director) from borrowing 
money, if it is good. 

Senator Knox. Oh, no; that is another matter. 

Mr. Reyrwnotps. I only refer to the man as an individual. 

Senator Knox. I have a great deal of sympathy with that point of 
view, because my father was a country cashier under a law that abso- 
lutely made it a misdemeanor for him to engage in any other business. 
That is the way they ran banks in Pennsylvania until they changed 
the law; they would not allow a cashier of a bank to be engaged in 
any other business. ; 

Senator Teter. In those days he was the executive officer. 

Senator Knox. He was the man who ran the whole bank. 

Senator Tetier. Absolutely. Nobody could issue a draft without 
the cashier putting his signature on it. 

Mr. Reynoxps. The rule in these matters that will apply properly 
to a large bank does not always apply with the same force to a small 
bank, for (very) many reasons; and it is extremely difficult in some of 
these close questions to determine which is the better course to pursue 
because of that. 

The Cuairman. It must be apparent to everybody that the actual 
manager of a bank, whoever he may be or whatever his title may be, 
ought not to loan money to himself. 

Mr. Reynotps. That is my theory. 

I am in accord with the suggestion that the reports of national 
banks to the Comptroller of the Currency should be issued in dupli- 
cate, as was recommended yesterday. I would go still further than 
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has ever been gone heretofore; and I would have an examiner who 
examines a national bank, if he is going to criticise anything in that 
bank, discuss with the president or the manager of the bank, before his 
report goes in, the thing that he is going to criticise. The examiner 
very often sends in a criticism of paper, for example, that is really not 
warranted, and probably would not have been sent in if a full investi- 
gation of his proposed criticisms had been made and a full discussion 
of them had with the managing officer of the bank. I think Mr. Mur- 
ray stated yesterday that he was having his examiners discuss pro-.. 
posed criticism of banks with the officers. 

Mr. Murray. I have had a circular drawn directing our examiners 
in every instance to discuss with the officers and directors the things 
that they find; because I agree with Mr. Reynolds that that is a 
source of bad examination and weakness, and results in unjust criti- 
cism of banks. 

Mr. Reynoxips. You are very often forced to write a great many 


4 ; letters about banks that could be avoided if that discussion is had with 


the bank officers. The bank examiners themselves would get a much 
clearer idea of the thing they are criticising, and the cause for criti- 
cism would, in many cases, be entirely eliminated. 

Mr. Murray. And if they had taken the trouble to get informa- 
tion from the officers, there would be no criticism at all—no necessity 
for criticism. 

Mr. Reynotps. That is it. 

Mr. Bonynce. There is no necessity for an amendment to the law 
to accomplish that purpose, is there? 

Mr. Reynotps. I do not think so; no, sir. 

I would not favor the publication of the habilities of directors of 
the banks for many reasons. I do not know why it is any more 
necessary to publish the liabilities of the directors of your bank than 
it is the liabilities of any other borrowers. I think that the comp- 
troller’s office has at all times enough power to control that matter; 
and I think, in most cases, the mere reference of the matter to the 
boards of directors would cover all that is necessary to be done in 
those cases. 

Senator Money. Is that in the law now? 

Mr. Reynoxps. No; I do not think it is, Mr. Money. I know that 
that is not in the law. 

Senator Monzy. Is that a recommendation from some source ? 

Mr. Reyno.ps. It was one of Mr. Kane’s recommendations. I do 
not remember what Mr. Murray’s attitude was on that point. 

Mr. Murray. I disagreed with that. 

Senator Money. He dissented. 

Mr. Murray. Section 5211 of the present law gives the comptroller 
the power to do it, if he wants to. It gives him the power to dictate 
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_ the form of the report as published; but no comptroller has ever 
thought that a wise thing to do, and I do not. 
Senator Knox. But you require, in the bank’s statement, a separate —— 
statement of the liability of the board of directors to the bank, either 
direct or indirect, do you not? You get that in every bank state- 
ment ? 

Mr. Murray. Yes. 

Senator Knox. So that you know how each bank in the country 
stands every time you get a statement on that subject? 

Mr. Murray. That is right; but the statement as published never 
shows it. 

Senator Knox. I know that; but the office gets the information ? 

Mr. Murray. Oh, yes. 

Mr. Reynoxps. I think a criticism from Mr. Murray’s office where 
in his opinion the directors are borrowing too much will in most cases 
accomplish the result of reducing those lines of credit to proper 
limits. I do not understand that Mr. Murray has any authority by 
law now that could force that, other than to call their attention to it, 
provided these loans were not in excess of the limits prescribed by law. 

So far as the appointment of a deputy comptroller is concerned, I 
quite agree with Mr. Murray in that the deputy should be ap- 
pointed just as the present deputy is appointed, and that they should 
both be deputies; that the comptroller and Secretary of the Treasury 
should appoint both men, and in making the appointments state © 
which has the precedence over the other, thereby establishing beyond 
any question of discussion for the future who should act in the case 
of the absence of the comptroller from his office. 

Senator Danrer. You would style the second deputy the assistant 
deputy ? 

Mr. Reynoxps. No, I would not; I would make them both deputies. 

Senator Danrex. First and second deputy ? 

Mr. Reynotns. I would not do that; no. :| 

Senator Danrex. You would not do that? 

Mr. Reynotps. No. That is a good deal like having two or three 
vice-presidents of a bank, and making one the first vice-president, 
another the second vice-president, and another the third vice-presi- 
dent. It is growing to be more and more the custom simply to call 

‘them all vice-presidents, and it is much more convenient in many 
ways. 

Mr. Paveerr. Was not the effect of your suggestion to make them 
first and second deputies? You said “ and designate in their appoint- 
ment which one should have precedence.” | 

Mr. Reynotps. That is the only difference I would make. 

Mr. Papvcerr. Does not that necessarily constitute them first: and 
second—to give one man precedence ? 
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Mr. Reynotps. It would, in point of fact, so far as their authority 
in the office in the comptroller’s absence moult be concerned. 

Mr. Papeerr. Yes; that is what I understood your suggestion to be. 

Senator Monny. I do not think I quite caught the meaning of that, 

Mr. Padgett. Suppose the comptroller is suddenly seized with ill- 
ness that prevents him from exercising any appointing power what- 
ever or making any designation ? 
_ Mr. Panvcerr. As I understood, the comptroller yesterday recom- 
mended that there should simply be two deputies, without any dis- 
tinction between them whatever, and that he would assign to them 
their duties as he needed them. 

Senator Money. I know that. 

Mr. Papnceerr. And I understood Mr. Reynolds to say that he agreed 
with the comptroller, subject to the limitation that in their original 
appointments, when they were named by the appointing power (the 
President or the comptroller), one should be designated as having 
precedence over the other in authority. Then I suggested that that 


- would be in effect making one first and the other second deputy. 


Mr. Reynotps. The question of whether it is first or second deputy, 


-or deputy and assistant deputy, is not of much poner none after all 


is said and done. 

I do not believe that the deputy comptrollers themselves should be 
on the civil-service basis, any more than I believe that the examiners» 
should be. If I were Comptroller of the Currency, I should want to” 
be left free to organize my office so that I should have a harmonious 
execution of the duties therein. I certainly would want to know, 
if I am responsible for the conduct of my office, that I could control 
the force inside. 

I believe that an amendment should be made to the law including 
the words the Comptroller of the Currency in that part of the law 
relating to false reports. As I understand it, that is only a technical 
omission in the present law. 

I think that vice-presidents and assistant cashiers should be given 
authority to sign national-bank notes. It is often very inconvenient 
to have national-bank notes signed by the presidents and the cashiers. 
As a matter of fact, large banks nowadays do not sign their notes. 


They get facsimile signatures and print them. 


’ Senator Knox. Do not the vice-presidents sign now? I have seen 
quite a number of vice-presidents’ signatures. 

’ Mr. Reynotps. Yes; and assistant cashiers sign; but they do not 
do it by any warrant of law. Since the national ‘anicine law was 
amended in 1892, making it obligatory on the Treasury Department 
to redeem those notes whether or not they are signed, the banks have 
assumed that the Treasury will redeem them when they are improp- 
erly signed. Consequently they have been signed quite frequently 
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by both vice-presidents and assistant cashiers; but it is in violation 
of the law, nevertheless. 

Senator Knox. Does the present law say that they must be signed 
by the president and the cashier ? 

Mr. Reynoxps. The president and cashier. Am I not right in 
that ? 

Mr. Murray. The president or the vice-president and the cashier. 

Mr. Rrynoups. But there is no provision for the assistant cashier 
signing ? 

Mr. Murray. No. 

Senator Knox. Why is not an assistant cashier a cashier within 
the meaning of the law? 

Mr. Reynotps. He is, I think. 

Senator Knox. I should so decide if I had to do it. 

Mr. Weexs. As a matter of fact, bank officers in large banks do 
not sign those bills at all, do they? . 

Mr. Rreynowps. That is what I say. They are printed, nowadays, 
with facsimile signatures. I do not know when I have signed one. 

Mr. Weeks. So that it is not, really, anyone’s signature. 


Mr. Murray. And the courts have held that they are just as good 


if they are not signed. 

The Cuarrman. So that it is not a very important question. 

Mr. Reynoxups. I remember that a few years ago we were taking 
out $3,000,000 of circulation and our notes had all been printed, and 
I suppose there were two or three wagonloads of them to sign. In 
looking at the law I discovered that I, as cashier of the bank at that 
time, was expected to sign all of those notes, and it seemed to me 

‘that it provided a job for the rest of my natural life. So I investi- 
gated, and finding that they would be redeemed without any signa- 
ture I reached the conclusion that they would be redeemed with any- 
body’s signature. Consequently, we had them signed up by assistant 
cashiers. 

Senator Money. That is about the usual course of business, too; 
is it not? 

Mr. Reynoxps. I think it is, in the larger banks. 

So far as concerns the failure of national banks to properly make 
good their 5 per cent redemption fund, I am in favor of allowing the 
Comptroller of the Currency to impose a fine of $50 or $100 a day 
(I care not which) after, say, ten days. I do not know whether ten 
days is quite enough as between Washington and San Francisco, but 
I would give ample time to cover all sections of the country, and I 
would have the provision as to the fine give him discretion in the 
matter. 

The Cuatrman. I do not think you could do that. 

Mr. Reynoxps. I do not know whether you can do it or not. 
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The Cuatrman. I think we would have to impose the fine our- 
selves. 

Mr. Rernotps. You have the right now, have you not, to impose 
a fine in some cases? 

Mr. Murray. For not sending in reports of conditions; yes. 

Mr. ReyNotps. Why would not that apply in this case? 

The Crairman. You can fix the fine whenever you please, you 
mean. 

_Mr. Burcess. You can remit it, in other words. 

The Cratrman. Yes, you can remit it, but you can not fix the fine 
in the sense of putting it at whatever sum you please. 

Mr. Burcess. The statute fixes it. 

Mr. Reynorps. I am fixing it here in just the same way. 

Mr. Bonyner. You do not mean to put in the statute a fine of “$50: 


or $100,” but you mean to make it either one or the other? 


Mr. Reynoups. Make it either $50 or $100, but do not make it a 
sliding scale. It is only a suggestion as a means unto an end. Mr. 
Murray now is powerless to do more than call their attention to it, 
as I understand, and I would give him some way of enforcing it. 

Senator Knox. Would that fine apply whether the delinquency was 
great or small? 

Mr. Reynotps. I do not see how you could enact a law that would 
not impose a fine of a specific amount. 


Senator Knox. The only suggestion I was going to make was to . 


make it draw a pretty stiff rate of interest, and then they would be 
paying in accordance with the degree of delinquency. 

Mr. Reynotps. That might be a better plan yet. 

Mr. Burcess. Yes; that would carry the amount with it. I think 
that is a good See oes 

Mr. Murray. Whatever is done in that regard, whether it is a fine 
or what it is, it ought not to be remittable by the comptroller. It 
ought to be a specific fine and not subject to remission. 

Mr. Bonyncr. What do you think of the suggestion of Senator 
Knox as to putting the rate of interest at a certain figure? 

Mr. Reynoxps. Up to a certain time, and then a fine beyond that; 
because if it is only $500 your rate of interest is not any penalty 
at all. 

Senator Knox. If you made your rate very progressive and very 
stiff, it would be. 

Mr. Reynotps. You might do it in that way. 

Senator Knox. There is no question about the legality of that. 

Mr. Reynotps. For the reasons mentioned here yesterday, I am in 
favor of a change in the law so as to require that not more than a 
majority of the board of directors of any national bank to live in the 
State in which the bank is located. I believe the present law requires 
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three-fourths to live in the State. If you take a place like New York, 


you will find that a great many people live in New Jersey and outside 
of the State, and it is difficult to get the requisite number residing in 


New York. 

Senator Monry. You would not have anything to say with refer- 
ence to the amount of stock owned by them, would you? , Suppose 
one alien stockholder owned about nine-tenths of the stock? 


Mr. Reynotps. I do not see how you can control that under the’ 


law. 


Mr. Bonyner. What is the reason for requiring a certain number 


of the directors to live in the State or town ? 
Mr. Reynoups. It is with the thought of insuring better attention 
to the management, I presume, more than anything else. When you 


speak of an alien in this connection, you mean a man who lives in 


another State? You do not mean a foreigner ? 
Senator Monry. Oh, yes; of course I do not mean a foreigner. I 
mean a man living in another State. 


Mr. Reywnorps. I do not think you can control that. I do not see 


how you can. 

Senator Monry. I have an instance in mind of a friend of mine 
who owns, I think, a tremendously large majority of the stock in a 
bank inWest Virginia. 

The Cuairman. You would not want to prevent his doing that 
would you? 

Senator Monry. Oh, no; I am just asking Mr. Reynolds whether 
he has any views on that Saint 

Mr. Reynoxps. I do not think you can legislate and determine 
where men may make investments. I do not believe you can do that. 

Mr. Burerss. I know you ought not to. . 

Mr. Reynorps. I am in favor of an amendment to the present 
law in the case of the increasing of the capital stock of a bank 
(either for the purpose of otha the business of a bank already 
running, or for the purpose of increasing the surplus of the bank 
through selling stock at more than par), so as to allow the stock- 
holders by a two-thirds vote to determine the price for which the 
stock shall be sold, and providing that the man ‘who has a right under 
the law to subscribe to a proportionate amount of that stock must 
take the stock at that price or his failure to do so waives his rights. 
Under the present law he has a right to take his stock at par, I think, 
regardless of the price at which you are selling it. 

The Cuairman. Yes; he has. 

Mr. Reynoups. A bank very often may want to increase its surplus 
by paying in cash when it does not want to absorb another bank. In 
such a case, if one man or two men, or a few stockbrokers, knowing 


that you are going to do this, go out and buy up your stock and try 
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to hold you up, I think the banks ought to be put in a position to 


protect themselves. That is the reason I am in favor of a change 


of the law in that respect. 


I am opposed to changing the law so that a vacancy may be de- 
clared to exist thirty days after an election if the oath of the director 
is not filed. You can understand that even an ordinary case of sick- 
ness might oftentimes prevent a man for thirty days from signing 
his oath of office. I know that in my own experience two or three 
times it has taken-as much as sixty days (or possibly three months in 
one case) to get the oath of a director. 

Senator Harz. You would let the comptroller govern that accord- 
ing to the circumstances in each case? 

Mr. Reynotps. Yes, sir. 

Mr. Vreetanp. Does it lapse at present if he does not file the oath? 

Mr. Reynoxps. I do not think there has been any definite ruling on 


-that point from the comptroller’s office. I do not know of any. Am 


IT right, Mr. Murray ? 

Mr. Murray. You are right. 

Mr. Reynoxtps. They drift along with it, and they are finally made 
good. 

Mr. Vreetanp. A man of that kind could be immediately appointed 
to a vacancy on the board, could he not? 

Mr. Reynotps. Yes; but the people interested in the bank want a 


particular man. They want his connections; they want the publicity. 


of his name as being connected with the bank; and I think there are 
many reasons why it would be best to let that law stand as it is. 

I do not remember the number of the section where there is a 
conflict in the word “ president,” as between the president of the 
association and president of the board. I think the word “ board ” 
should be stricken out and the name “association” put in. That 
will harmonize that. 

I have a notation here, “ limited liability of shareholders.” I do 
not know that I quite gathered what the import of that objection 
was, or the purport of the recommendations on the subject. I think 
Mr. Kane made that recommendation. 

Mr. Murray. There is one bank: that was allowed to come into the 
system a great many years ago under a special act of Congress. 

Mr. Reynotps. Where a state bank was converted into a national 
bank? Are there not two of those? ; 

Mr. Murray. There is only one of them, I think. 

Mr. Reynoups. I thought there were two. I was under the im- 
pression that the Bank of Commerce of New York and the American 
Exchange National Bank were both in that class. I may be wrong, 


though. 
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The Cuamrman. The Bank of Commerce was; but I think that is 
the only case. That is my recollection. 

Mr. Reynotps. I think the law should be amended so that notice 
to a stockholder can be sent by mail thirty days in advance of the 
meeting to which he is being called, just as well as by publishing it 
for thirty days. As I understand the law now, the articles of asso- 
ciation of practically all, if not all, of the national banks designate 
the date of their annual meeting. I do not think it is necessary 


under the law to send any notice for that annual meeting, providing , 


it is held upon the date the articles of association fix for the 
annual meeting. Failing, however, to hold it on that date, it is now 
required that you publish your notice for thirty days. This change 
in the law will enable you to send a notice by mail the same as pub- 
lishing it. I would not eliminate the right to publish it, because in 
some places the stockholders are so widely scattered that the banks 
prefer to publish the notice. 

I have a memorandum here in regard to the appointment of a 
receiver to enforce the liability of stockholders in case of liquidation. 
I think that ought to be provided for. I understand that it is not 
now provided for. 

Mr. Bonynce. What do you mean by that? To appoint a receiver 
in case of voluntary liquidation ? 

Mr. Reynotps. Mr. Murray, I think, explained that yesterday, 
something to this effect: That a banking corporation might volunta- 
rily vote to go into liquidation and go ahead making its dividends and 
winding up its affairs, and he might know nothing of it. The modifi- 
cation of that law, or the amendment of it, would make it necessary 
for him to be notified and have him participate in the hquidation of 
the bank. Am I not right in your theory in that regard, Mr. Murray? 

Mr. Murray. I think the main purpose is that very often a bank 
votes to go into voluntary liquidation, Mr. Reynolds, and can not 
get enough from its assets to pay the depositors. Then the depositors 
appeal to the comptroller for some help, for a receiver to be appointed 
and the stockholders’ ability enforced. 

Mr. Reynotps. I did not quite understand that. 

Mr. Murray. Under the law of 1876 we tell them to go into the 
courts; so that under the present arrangement it simply results in 
forcing the creditgrs of the bank to go into court and go through ex- 
pensive litigation to enforce the stockholders’ liability, and pay for it 
themselves. 

Mr. Reynotps. Whereas if you had a right as comptroller to ap- 
point a receiver in those cases you could liquidate such a bank in 
the ordinary course of failed banks? 

Mr. Murray. We could liquidate them practically with little ex- 
pense to the individual depositors. — 
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Mr. Reynoxps. I think that should be provided for. 

There was some discussion here yesterday about the limit of the $5 
bills. I heard what was said, and I heard Senator Aldrich’s reasons 
for it; and yet, being a banker in the West, and suffering as we do in 
the fall months for the lack of small bills, I can not quite harmonize 
his theory with what happens out there. And for myself, I feel that 
the limit of $5 bills issued by any bank should be raised from 35 per 
cent—which it is now, is it not? Or one-third, I guess it is. 

The CuairmMan. One-third. 

Mr. Reynotps (continuing). I should say that should be raised to 
50 per cent. 

The Cuarrman. On several occasions the Secretary of the Treasury 
has, I think, recommended a reduction of the denomination of gold 
certificates to $5, and there has been very strong pressure upon the 
committee along that line. 

Mr. Reynotps. That would answer about the same purpose. 

The Cuatrman. That would answer your purpose. 

Mr. Reynotps. The trouble with the silver certificates is this: The 
Treasury Department will not give us silver certificates—at least, in 
the West—unless we can deposit the same kind of money. In other 


’ words, we have to deposit large silver certificates or silver dollars for 


them. I think I am right in that. 

-The Cuairman. They will not let you deposit gold certificates? 

Mr. Reynotps. Not to get silver certificates. 

The Cuairman. Why is that? 

Assistant Secretary Cootipcr. The inability of the Government 
to supply small denominations is the result of the small amount 
of silver dollars in the general fund of the Treasury. This con- 
dition of the silver dollars in the general fund has been for years 
coincident with the demand of the banks for small denominations. 
These, under the law, are practically confined to silver certifi- 
cates, which can only be issued, in excess of the redemption, to 
the amount of silver dollars in the general fund. For silver cer- 
tificates sent to the Treasury at Washington for redemption ones, 
twos, and fives can be furnished; for United States notes, fives, but 
for gold certificates nothing smaller than tens can be furnished. The 
gold certificates in circulation exceed in amount the aggregate of the 
United States notes and silver certificates in circulation. 

The result is that the banks hold large amounts in gold certificates 
which from time to time they wish to exchange with the Government 
for fives, and as the law does not permit the issue of a $5 gold certifi- 
cate the Government is unable to comply with that demand. 

The Treasury is always in such condition in regard to silver dollars 
and United States notes in the general fund at the time the banks 
especially desire small denominations of paper currency which it is 
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impossible to supply, without a violation of law, the demand by pay- 
ing ones, twos, and fives for gold certificates, practically the Rae 
paper currency the banks have to offer for exchange. 

On December 2 there were in the Treasury general fund only 
275,559 silver dollars, and only $2,991,169 in United States notes, of 
which $1,008,491 was in process of redemption, leaving $1,082,678 
in ten treasury offices for the transaction of the daily business. Of 
the $7,373,156 silver certificates only $2,613,747 was available for im- 
mediate payment and this amount was distributed among the ten 
treasury offices; the balance, $4,759,409, was in process of redemption. 
If Congress were to authorize the issue of $5 gold certificates the 
trouble would disappear at once. 

Mr. Papcerr. They only issue, under the law, silver certificates 
upon the deposit of a corresponding amount of silver, and I suppose 
that they interpret the issuing of $5 certificates as equivalent to an 
original issue. 

The Cuatrman. But they always have a certain amount of silver 
dollars in the Treasury that they can issue certificates against if they 
wish to. , 

Mr. Rrynotps. It is not the issuing of them, Senator; it is the giv- 
ing them out that troubles us. 

The Cuairman. That is a matter of administration, it seems to me. 

Assistant Secretary Coouiwer. The certificate eae the dollar 
that is put in, silver or gold. 

The Ghee It is a dollar that is there. 

Assistant Secretary Cootiper. Yes; it is a dollar that is there. 

Mr. Reynotps. It states the kind of a dollar, though. 

The Cuarmman. Oh, yes; I understand that. 

Mr. Reynoxps. You can not exchange a $1,000 gold certificate for 
$5 silver certificates, because your accounts would not be correct. 
You would not have the proper amount of silver dollars left against 
your outstanding certificates. 

The Cuairman. Oh, yes, you can; that is a very simple matter. 
Why not? Suppose you have ’$1,000,000 of silver dollars in the 
Treasury that are not covered—it is simply a matter of accounting 
or bookkeeping. 

Mr. Rrynotps. There is no question but what some action should 
be taken which will give the West and the South a larger’ number 
of $5 bills during the crop-moving season. There is no question 
about that. 

Senator Harz. Why not permit gold certificates to be issued of 
that denomination ? 

Mr. Reynotps. I have always advocated it. You know you did 
cut the denominations of the gold certificates down two years ago, 
did you not? 
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The CHatrman. No; it was in 1907. 
~My. Reynorps. You have cut it down to $10 now. 

Mr. Burton. Has anything ever been done under the law of March 
4, 1907, authorizing the issue of United States notes in denomina- 
tions of $5? 

Mr. Reynoxps. I know nothing about it if it has. 

Senator Monny. The history of this matter was that the Treasurer 
of the United States made a recommendation that we reduce the limit 
of denomination of gold certificates to $5. I made that motion my- 
self, and it was beaten; and we compromised on reducing it to $10. 
That was a year or more ago. 

Mr. Reynotps.' I think Senator Aldrich’s theory is a very good 
one, theoretically. Your idea was to keep the silver certificates out? 

The CHairman. Yes. 

Mr. Reynotps. As a matter of fact, however, it keeps them in, in 
practical operation. We can not get them. The trouble with us in 
Chicago is that while we are shipping very large amounts of money— 


the banks of Chicago probably ship to the West and South during 


cotton and grain moving season $100,000,000 in actual currency— 
still, every man that asks you for currency wants $5, $10, and $20 
bills. He does not want anything larger; and at certain seasons of 
the year it is absolutely impossible for us to get the amount of small 
bills that are necessary for the conduct of the business. 

Mr. Paperrr. Suppose we should forbid the issue of silver certifi-” 
cates above $5, and require them all to be issued in the denomination 
of $5, would not that supply this need ? 

The Cuarrman. I think, Mr. Padgett, they are doing that now as: 
fast as they can. 

Mr: Papvcerr. There are a great many of them being issued, I un- 
derstand, in $500 bills. 

The Cuarrman. The banks now hold some of the large denomina- 
tions of silver certificates themselves. They are held by somebody 
who does not bring them in. That is what we have been trying to 
do—to have them brought in and put into smaller denominations; 
but it seems hard work to do it. 

Mr. Papcerr. But under the law they can be issued in larger de- 
nominations than $5, and a great many of them are larger than $5. 
If the law should require them to be put in $5 bills altogether, then 
they would be turned in for redemption, and it would increase the 
amount of outstanding $5 bills very largely. 

Mr. Reynotps. There is about the same inconsistency with bank- 
ers that there is with any other class of people. Take the case of our 
own bank—from the ist of January up to the 1st of August we want 
t¢ have the money in our reserves in as large bills as we ean put it, 

cause it takes half a dozen vaults to hold the amount of money 
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that we have to carry. Consequently, during the summer months, if 
we do not rent almost all the vaults there are in Chicago, we start 
into our fall season without a sufficiently large supply of small bills. 
And yet this year we went into the shipping season with $10,000,000 
of bills $20 and lower in denomination. We have had no serious 
trouble this year, such as we have usually had; but it is accounted 
for very largely by the fact that money has been so plentiful and so 
easy that we have not had the demands on us that we usually have. 
I think that is an important matter, however. I do not know what 
to recommend in this connection; but I think it is a matter your com- 
mission could do a great deal of good in regard to if you would take 
it up seriously and work out some plan through which the West can, 
when it needs them, get bills of smaller denominations. 

Mr. Werks. Is there not a serious objection, Mr. Reynolds, to cut- 
ting up gold certificates into small denominations, in that it puts 
them into the pockets of the people and takes them away from the 
banks, where they should be held as reserve money? Is it not possi- 
ble that the banks would have difficulty in getting reserve money if 
that were done? 

Mr. Reynotps. I have not any doubt but what it would increase 


somewhat the amount of money carried in the pockets of the people. - 


It is a good deal, though, like the case of eating your cake and having 
it too—it is difficult to know which is the better. 

Mr. Werrxs. But the people do not care, as a matter of fact, whether 
they have a silver certificate or a national-bank note, if they can re- 
deem it in gold? 

Mr. Reynoxps. Not at all. 

Mr. Werxs. And if you let your gold certificates go out you may 
have a serious dearth of money. 

Mr. Reynoxps. I think the simplest way, as I suggested, would 
be to increase the national-bank note limit to 50 per cent. There 
may be some reasons why that should not be done that I am not 
familiar with; but you gentlemen on the Monetary Commission know 
a great deal more about those things than I do. I can not see any 
reason; and that would not disturb your present law with reference 
to gold or silver certificates and would give the western banks a very 
considerably larger amount of small bills. 

The Cuarrman. We authorized the Secretary of the Treasury to 
issue $5 United States notes. 

Mr. Burton. That was the act of March 4, 1907—ones, twos, and 
fives. 

The Cuamman. Yes; ones, twos, and fives; so that the Secretary 
has absolute power in that matter now. 

Mr. Reynoips. You must not lose sight of the fact that we in the 
West who deal with the Secretary of the Treasury have to go to an 
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office building out there and discuss these matters with somebody who 
has absolutely no authority or power whatever. Everything that 
we do must be submitted, and it must be submitted through them; 
and it is difficult, sometimes, within the period of time in which they 
need this money, to accomplish anything. I think the Secretary of 
the Treasury and the United States Treasurer have always been in- 
clined to do everything they could to help, in view of the existence of 
the present laws; and personally I have no criticism to make of the 
department in any way whatever. But we do bump into these laws 
occasionally, and they show us why they can not give us this, that, or 
the other thing that they do possess. 

The Cuarrman. I think there is nothing in the law which would 
prevent the Treasury from giving you $5 bills to any extent that is 
necessary. 

Mr. Rreynoxps. Senator, if I had $10,000,000 of large gold certifi- 
cates and I should present them to the Secretary of the Treasury 
and ask for $5 silver certificates 

The Cuatrman. He could give you United States notes if he could 
not give you silver certificates ? 

Mr. Reynotps. Yes; he could do that; but you could not send sil- 


ver certificates out against your gold certificates and have your rec- 


ords correct. 

The Cuarrman. That is simply a matter of bookkeeping, if he had 
the silver dollars in the Treasury uncovered. 

Mr. Reynoxps. If they have them, of course 

The Cuairman. I am supposing that they have. They have a cer- 
tain amount of silver dollars uncovered all the time in the Treasury, 
and it would be a simple matter if they had the silver dollars there. 

Mr. Reynoxps. There are other gentlemen here representing banks 
that you have invited to be present, and I feel that I have taken all 
the time I should; and I will be glad to give way to Mr. Porter, who 
represents another committee of bankers. 

The Cuatrman. We will hear Mr. Porter, then, if that is all you 
have to say. 


STATEMENT OF MR. WILLIAM H. PORTER, PRESIDENT OF THE 
CHEMICAL NATIONAL BANK, NEW YORK CITY, N. Y. 


Mr. Porter. Senator Aldrich and gentlemen of the commission, of 
the seven gentlemen representing conservative banks in the various 
parts of the country whom you invited to be at this hearing three 
were unable to be present—one on account of sickness, and two for 
other unavoidable reasons. But there are present Mr. Thomas P. 
Beal, president of the Second National Bank of Boston; Mr. Ernest 


A. Hamill, president of the Corn Exchange National Bank of Chi- 
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cago; Mr. Edward F. Swinney, president of the First National Bank 


of Kansas City, Mo., and myself. © . 

We attended the session yesterday, and listened with a great deal 
of interest. We felt that in considering matters and discussing them 
we should get together in a measure and form some organization. It 
was deemed expedient to appoint a chairman of our little committee, 
and my associates accorded that honor to me. 

We have held two meetings, and carefully considered the recom- 
mendations of the Secretary of the Treasury and the comptroller and 
his deputy, and I will give you very briefly (for I presume that is 
what you want) the conclusions we have reached. I have taken them 
up in just about the same order that Mr. Reynolds has, the first mat- 
ter being the compensation of examiners. 

We are of the opinion that the present system, with some modifica- 
tions, would be better than to attempt to go on a salary basis; that 
is, if the examiners in the interior could retain their present fees 
(which are very small) and receive a percentage fee on the assets of 
the bank which they examine, such as is now permitted in the dis- 
cretion of the Secretary and the comptroller to banks in the central 
reserve cities and the reserve cities, we think that would deal with 
the matter more equitably, and would bring about the desired im- 
provement 1n examinations through the comptroller’s authority. 

In that connection something was said about requiring bonds from 
examiners. Asa general proposition we favor that; but I should like 
to ask the comptroller this question: Whether he would be hampered 
in a bank examiner’s taking charge of a failed bank as its temporary 
receiver, or whether he would have to give a receiver’s bond also? 
If so, he could not take charge as receiver until he had filed his bond 
and it had been accepted, I assume; and, as we understand it, the 
object of appointing a national-bank examiner as temporary receiver 
is to take immediate possession and preserve the status quo until the 
permanent receiver is installed. 


Mr. Murray. When I became comptroller I found that the exam- ° 


iners never had even been required to take an oath of office nor to give 
a bond. I asked the Department of Justice if I had authority to re- 
quire an oath of office from bank examiners; and the Attorney-Gen- 
eral gave me an opinion that I had such authority. So they have all 
executed an oath of office prescribed by the Department of Justice. 
I fully agree that every one of them should be bonded in a reasonable 
amount. That has never been done. The result is that they are 
handling vast sums of money in very confidential relations to the 
banks and to the public without being bonded; nor until recently, 
within a couple of weeks, was there even an oath of office filed. They 
often take charge of a bank with millions of assets when it is insolvent 
and handle it until they wind it up, in some cases, or until another 
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receiver is appointed; and there is no bond filed. I think that is a 
situation that ought to be remedied at once. 

Mr. Bonynex. Mr. Comptroller, do you mean to give a bond in a 
specific case or at the time of the appointment of the examiner? 

Mr. Murray. At the time of his appointment. 

Mr. Bonyner. You mean to require the giving of a bond at that 
time ? 

Mr. Morray. I think a bond of $20,000 or $25,000 would be reason- 
able, and it should not be lower than that, at least. 

Mr. Bonynen. That bond to be given at the time of his appoint- 
ment ? 

Mr. Murray. At the time of his appointment. 

Senator Knox. The situation suggested by the witness is very easily 
covered. As I understand, the question is, Would the general bond 
given by the examiner cover the temporary receivership of a national 
bank? That could be provided by the statute saying that it shall 
cover any duty that he may be called upon to perform as an examiner, 
including a receivership; and then the statute might have a provi- 
sion that the comptroller could call upon him for an additional bond 
under any circumstances. If he happened to take charge of a very 
unusually large bank and handled a great deal of money, he could call 
on him to increase his bond. But his general bond could be drawn in 
such a way as to cover any duty that he might be assigned to, includ-. 
ing this receivership. 

Mr. Murray. I think that would meet it. 

Mr. Porter. We would recommend that. 

Senator Money. That does not require any legislation. 

Senator Knox.. Oh, yes; I think it would require legislation to put 
him under a bond. 

Mr. Bonyncr. The bond would not be of much account unless 
there was legislation authorizing it. 

Senator Money. The comptroller is doing that now, he says. 

Senator Knox. No; they have no bond. They put them under 
oath now. 

Mr. Porrer. Regarding the matter of the appointment of deputy 
Comptrollers of the Currency, we fully concur in the recommenda- 
tions of the comptroller; and we are of the opinion that the comp- 
troller’s salary should also be substantially increased and that the 
deputies’ salaries should also be increased. 

Regarding the appointment of examiners, we favor the continua- 
tion of the present method and believe they should be appointed 
solely on the basis of efficiency. 

We do not recommend that the comptroller be given discretion to 
limit the lines of discount of commercial paper where directors 

@ 


134 NATIONAL MONETARY COMMISSION. 


approve the loans within the present legal limitations. I do not 
think I need enlarge upon that; it has been pretty fully discussed. 

Mr. Burton. Will you kindly repeat that? I did not grasp it en- 
tirely. 

Mr. Porter. We do not recommend that the comptroller be given 
discretion to limit the lines of discount of commercial paper (by that 
I mean trade bills receivable and, in the generally accepted sense, 
commercial paper) where the directors of a bank approve the loans 
within the present legal limitations. 

Mr. Vreevanp. Do you recommend anywhere any method by which 
the directors shall approve the loans made? 

Mr. Porrer. No. I do not think you can legislate for the various 
kinds of banks that we have. That is one of the greatest difficulties 
of this situation—that the comptroller does not have power to dis- 
criminate. I think that should be left to the directors of the bank. 

Mr. Vreetann. What I was asking was, Do you suggest any 
method of knowing that the directors perform this duty? It seems 
to be admitted that somebody ought to supervise it. 

Mr. Porter. Yes; I favor the bank examiner seeing that the 
directors attend meetings and are generally conversant with the af- 
fairs of the bank so far as practicable. 

I want to add to what I said that we think the examiner might 
well call the attention of the directors of a bank to lines of discount 
which the examiner considers too large. 

In the matter of impairment of capital, we think that a reasonable 
time should be given to stockholders*to make payments of assess- 
ments. Some of them may be abroad; others may have to sell real 
estate or obtain loans or do various things in order to pay assessments, 


and our idea is that a maximum time of sixty days will be sufficient. - 


Regarding loans to officers of banks, that is another matter wherein 
conditions differ entirely between the large cities and the small coun- 
try towns. As a general proposition, we would recommend the pro- 
hibition of loans to the active, salaried officers of the banks, with the 
possible exception that where well-known and quickly salable collat- 
erals are furnished such loans might be made, in the discretion of the 
board and with their approval. 

Mr. Vreevanp. Could a distinction be made there between different 
classes of cities, and could you say that in the central reserve citiés 
it should apply, or some classes should be established according to 
population ? 

Mr. Porrer. It is possible, but I should think it was almost im- 
practicable. 

Senator Knox. Would not your exception there cover the principal 
difficulty there is? If you made an exception in favor of loaning offi- 
cers money on quickly convertible collateral, is not that simply another 
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way of saying that you can lend them money on stocks and bonds that 
are listed in the markets? And has not that been the source of most 
of the difficulty in lending money to officers of a bank—that they have 
speculated it away in operations in stocks and bonds? 

Mr. Porrer. I think you are right about that. Of course the direct- 
ors would have to determine upon that matter as to whether or not it 
was a proper loan for the bank to make. 

We do not recommend any change of the present condition regard- 
ing loans to directors, except that they should be approved by the 
board or by an executive committee. Some of the best and most 
valued depositors and directors of banks, especially in the smaller 
places, are, as has been said, the leading business men, and it would 
be a great mistake to crowd them out. 

We concur in the comptroller’s recommencde pion, for duplicate state- 
ments of condition to be sent to him. 

We also recommend that examiners report to the directors the 
criticisms which they propose to make upon the condition of the 
bank. 

We do not favor the publication of the total amount of habilities 
of directors. 

In the matter of false reports, we approve the recommendation of 
the comptroller that the law should be made clear. 

In the matter of signing national-bank notes, we approve of an 
amendment to the law authorizing assistant cashiers to sign national 
bank notes. 

In the matter of liabilities of corporations for an assessment upon 
national-bank stock held by them, we can see no objection to a federal 
statute requiring all stockholders, including corporations of any State, 
to be subject to the payment of assessments. That was gone over 
pretty thoroughly yesterday; and as was then brought out, the law 
could not be retroactive. 

Regarding the 5 per cent redemption-fund delinquencies, we would 
recommend a fine of a fixed amount, either $50 or $100, for each day 
after five or ten days after the Baile had received notice from the 
Treasurer of the United States; or, say, fifteen days after the mailing 


- of such notice. That would probably lead to disputes as to whether 


a notice had ever been mailed; but the officers would have to take 
care of that. 

In the matter of directors residing in the same State in which the 
bank is located, we would recommend that a majority of the directors 
would suffice for that purpose. 

In the matter of the increase of capital stock, we approve the 
comptroller’s recommendation that the stockholders determine by 
vote the price at which the stock shall be sold and that all stock- 
holders should be peized to pay the same price. , 
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We do not recommend declaring directorships vacant so soon as in 
thirty days. Let me give you an instance in my own experience, 
about two years ago. The largest stockholder in our bank, and one 
of our directors, went on a trip around the world. We forwarded 
the oath of office, and it reached him at Colombo, in the island of 
Ceylon. We got it back during the latter part of April and filed 
it with the comptroller about the 1st of May. It was a physical 
impossibility to do it any sooner. And the other reasons have been 
stated, such as sickness, etc. 

In the matter of the “ president of the board,” we can see no ob- 
jection to the comptroller’s recommendation that the word “ board”. 
be changed to the word “ association.” 

In the matter of the right of stockholders to vote upon stock not 
fully paid up, which is our understanding of the meaning of the 
term “ unpaid liability of stockholder to the association,” we think 
the intent of the statute should be made clear by a small amendment 
there. 

In the matter of the statute of limitations running against stock- 
holders for the payment of assessments, the comptroller recommends 
six years. If that is necessary, we would approve it; but we should 
think that an action would naturally be brought within two or three 
years at the latest after an assessment had been levied. I do not 
know what the experience of the comptroller’s office is in that 
connection. 

In the matter of the transfer of stock to avoid lability, we can see 
no objection whatever to the enactment of a statute such as the comp- 
troller recommends. 

I should like to ask, for my own information, upon whom the 
burden of proof would be ‘as to the intent of a man to evade liability 
in transferring his stock? Perhaps Senator Knox could answer that. 

Senator Knox. It has always been held that it was upon the person 
alleging that the transfer was made in bad faith. He would have 
to prove that. 

Mr. Portrrr. That would be the receiver of the bank. 

Senator Knox. Prima facie, the transfer carries the title and im- 


ports good faith, and anyone who challenges it would have the bur- - 


den placed upon him. That has been the rule in all cases. 

Mr. Porter. I should suppose that would be the case. 

In the matter of the payment of capital stock we can see no objec- 
tion to the comptroller’s recommendation for an amendment to the 
existing statute, section 5142. 

In the matter of reduction of capital stock to avoid assessment, 
we think that subsequent collections upon charged-off assets should 
follow the stock and be credited to the bank’s profit and loss 
account. 
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In the matter of organizing and chartering national banks, section 
5169, we concur in the comptroller’s recommendation. 
We make the same recommendation regarding voluntary liquida- 


tion, section 5220. 


We make the same, recommendation respecting notices to stock- 
holders being sent by mail as well as by publication, or either. 

The same recommendation regarding the appointment of receivers 
to enforce liability of shareholders of banks in liquidation. 

The same recommendation respecting the minimum deposit of 
bonds to secure circulation, to make the intent of that act clear. 

The same recommendation respecting the custody of plates and 
dies. 

The same recommendation as the comptroller regarding the 
declaration of dividends annually or at other periods. 

Regarding the matter of $5 notes, personally I would remove that 
limitation altogether. With the growth of population in this coun- 
try we have got to have an increase in the small denominations of 
notes—ones. and twos, as well as fives. I can not recall a time in the 
last ten years in my experience when we could get all of the small 
notes that we needed for the transaction of business. The population 
is, of course, increasing right along. The issue of silver certificates 
is not. And I should like to further recommend that you gentlemen 
who provide the appropriations for the public expenses provide 
such small amount of money as is needed to print all the small notes 
we need, and give authority to cancel thousand-dollar bills, or 
large bills for which we have no use, and issue small ones in the 
place of them. Possibly you have done that in the recent law. 

The Cuarrman. They have that authority. 

Mr. Porrer. That has been the trouble up to the last few years, 
anyway, when I had to do with that part of the business—that we 
never could get enough small notes. 

Senator Danrex. There are $7,000,000 of silver certificates in the 
Treasury. Mr. Padgett suggested that we do not know what denomi- 
nations they are. Here is a little statement that shows the denomina- 
tions. 

The Cuarrman. It does not show the denominations of the silver 
certificates in the Treasury. 

Senator Dantex. No; it shows the denominations of the outstand- 
ing silver certificates. 

Mr. Porter. The situation in New York is just the same as Mr. 
Reynolds described it to be in Chicago from time to time—that is, 
you can not go to the subtreasury and get small silver certificates 
unless you turn in large silver certificates in exchange. We do not 
have the large silver certificates. 
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Mr. Werxs. There are only $56,000,000 out of $488,000,000 of silver — 


certificates that are not now in ones, twos, and fives. 


The Crarrman. We have very nearly accomplished the purpose — 


we had in view, then. 

Mr. Porter. You certainly have. 

Mr. Papcerr. I should like to ask Mr. ee a question. Do you 
think that the growth of the business of the country is sufficient to 
employ all of the silver certificates and this additional amount of 
bank notes should that limitation be removed ? 

Mr. Porrer. Do you mean if banks were permitted to issue all of 
their notes in whatever denominations they thought best suited to 
their business? 

Mr. Papvcerr. Yes, sir. 

Mr. Porter. I do. 

Mr. Pancerr. That is what I want to find out. 

Senator Monry. Mr. Porter, I want to ask you a question, which 
you need not answer if you prefer not to, because it is not exactly 
pertinent to the matter here; but I have had a curiosity for a great 
many years to ascertain about it. My understanding has always 
been that yours was about the richest bank in the world. 

Mr. Porter. I wish we were. 

Senator Monny. And also that you have never issued any cur- 
rency. 

Mr. Porter. The Chemical Bank never issued any national-bank 
notes until last fall. 

Senator Monny. You have issued some, then ? 

Mr. Porter. We did last fall, because we had increased our capital 
under the amendment to the act. 

Senator Money. What is your capital now? 

Mr. Porrsr. Three million dollars. 

Senator Monry. So your objection to issuing them before was 
simply—— 

Mr. Porrer. The capital was small. (I have only been in the Chem- 
- ical Bank ten years, so that I can speak from the standpoint of an 
outsider.) The Chemical Bank made its great reputation during the 
panic of 1857, and during the war, in always paying gold when every 
other bank in the United States (with the possible exception of one 
in Pittsburg, I believe) did not do so. 

Senator Knox. That was one of which my father was cashier. It 
always redeemed in gold, even when it was at a premium. 

Mr. Porter. The Chemical Bank paid gold. National-bank notes, 
of course, were not redeemable in gold specifically; and the capital 
of the bank being only $300,000, the directors of the bank at that time 
concluded that they would not issue any notes, and they never did 
until the autumn of 1907, when our larger capital enabled us to issue 
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a substantial amount of circulating notes, in a panic and currency 
famine, and thus assist in relieving the situation. 

Senator Money. Do you issue notes now to the limit? 

Mr. Porter. We would if occasion required. There is a loss in cir- 
culation at the moment, from our point of view, owing to the tax it 
bears. _ 

Senator Monry. You do not issue, then, the full amount? 

Mr. Portsr. Not now. The banks in the larger cities try to ob- 
serve the principles of elasticity which everybody would like to get 
into the currency. That is, when money is redundant, they retire 
their circulation; and when they need it again they take it out again. 


. If that limitation of $9,000,000 a month was not there, it would afford 
_a great deal more elasticity, in my opinion. 


The Cuatrman. Mr. Porter, referring to the denomination of the 
bills, is it not true that at certain seasons of the year there is a scarcity 
of small bills, as Mr. Reynolds has said, and that at other seasons of 
the year there is a great redundancy? In other words, at some sea- 


_sons of the year you would like to have more $5 bills and at other - 


seasons of the year they would be a great nuisance to you? 

Mr. Porter. We do not have such a great redundancy of small bills 
in New York. 

Mr. Werxs. Mr. Chairman, here are some interesting figures in 
connection with that matter. The national-bank circulation is 
$667,000,000. That would enable the banks to take out $222,000,000 
in $5 bills. Asa matter of fact, there are only $131,000,000 outstand- 
ing in $5 bills now; so that the banks could take out $90,000,000 more 
if they were equally distributed. They could do that to-day. 

The Cuarrman. They have never been up to the limit. 

Senator Monry. Does it not seem to you that the banks might just 
as well avail themselves of the law and issue some of these small bills 
themselves, instead of coming here and wanting us to provide some 
other way of getting this small money? 

_ Mr. Porrer. The national banks used to issue ones and twos, but 
that privilege was taken away from them. 

Senator Monny. But there are ninety millions that they could issue 
that they have not issued. 

Mr. Porter. Of fives? 

Senator Monry. Yes. 

Mr. Porter. That is a showing of recent date, is it not? 

Mr. Weerxs. The 20th of November. 

The Cuarrman. It has been more than that. That is the smallest 
amount of deficiency, I think, that there has ever been. 

Mr. Porter. The banks in New York have been retiring circula- 
tion lately, right along. 

Mr. Weeks. This statement is only four days old. 
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Mr. Porver. The small bills naturally get the most use, and there- 
fore being in the worst condition, they are the ones first turned in for 
destruction and redemption. At this time of the year, when currency 
begins to flow back, and we get a large amount of small bills in very 
poor shape, we naturally run them right into the Treasury for re- 
demption. . 

Senator Monry. That is redemptions; but you expect to get that 

back in small bills. You do not run them in to be redeemed at all, 
but simply to get small bills in exchange for them. 
‘ Mr. Porrer. What I mean is that we have very large payments to 
make to the subtreasury in New York for various purposes. We use 
our money that.is unfit for circulation, which comes in by express 
every day, just as far as possible to make those payments, and get 
rid of it in that way. That takes the small notes in very largely after 
the crop movement in the fall of the year. 

Mr. Papcerr. If you do not retire them, but simply send them in 
as a payment, does not the Treasury pay them out again? 

Mr. Porter. They may not issue the same denominations in their» 

. place. They are not obliged to do so, as I understand it. 

Mr. Pavenrr. IT know they may not; but they pay the same amount 
of money out—an equivalent amount of money. 

Mr. Porrsr. In paying the government expenses ? 

Mr. Papveerr. Yes. 

Mr. Porter. Undoubtedly. 

Mr. Paneerr. In order to reduce the circulation, you must send 
them in for retirement. 

Mr. Porter. You are referring to national-bank notes, are you not? 

Mr. Paperrr. National-bank notes; that is what I am speaking of. 

Mr. Porter. I am referring more especially to the small bills— 
ones and twos. 

Mr. Panerrr. Yes; but I was speaking about reducing the circu- 
lation. 

Mr. Porrsr. Oh, yes. : 

Senator Daniet. Mr. Porter, I observe in the statement of the 

Treasury as to paper currency of each denomination outstanding 
November 30 that there are $121,000,000 (in round numbers) of 
$1 silver certificates, $58,000,000 of $2 silver certificates, $251,000,- 
000 of $5 silver certificates, $32,000,000 of $10 silver certificates, 
$13,000,000 of $20 silver certificates, $9,000,000 of $50 silver certifi- 
eates, $747,000 of $100 silver certificates, $28,500 of $500 silver cer- 
tificates, and $38,000 of $1,000 silver certificates. Those are the 
denominations of the silver-certificate currency. What are the lim- 


itations as to the convertibility of these bodies of currency into $1 
and $2 bills? 
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Mr. Porrer. As Senator Aldrich remarked, it is a good deal a 
matter of bookkeeping. We may have two kinds of ones and twos— 


silver certificates and legal-tender notes. 


Senator Danrex. Yes; but if you want to get, now, so much of $1 
or $2 or $5 silver currency, what is the difficulty in your getting it? 
The difficulty would lie in the convertibility into that denomination. 
In all there are $480,000,000 of silver certificates outstanding. 

Mr. Porrer. Senator Daniel, it makes no difference to us which 
class of money we get when we want small bills. 

Senator Dante. No. 

Mr. Porter. We are glad to get anything. 

Senator Daniex. I know that from experience, which has been 
related to me about our own bank. 

Mr. Porrer. We have a great deal of difficulty at times in getting 
smal] bills—ones and twos—of either class. 

Senator Dantzex. I know that. 

Mr. Porrer. And we frequently send down to the subtreasury to 
get some small silver certificates, and inadvertently the teller may 


_ send some large legal-tender notes or large gold certificates; and they 


refuse to accept them, and tell us they are obliged to have silver cer- 
tificates. 
Senator Danrev. What is the difficulty in your sending to the 


— ‘Treasury? 


_ Mr. Porrer. The subtreasury in New York? 
Senator Dantrex. No; not the subtreasury in New York; the 


- Treasury in Washington. What I am trying to do is, primarily, to 


get at the best method. 

Mr. Porter. The Treasury in Washington furnishes the subtreas- 
ury in New York with its supply, and the banks go there for their 
supplies. 

Senator DaniE.. T6 be sure. 

Mr. Porrer. The same as they do in Chicago in the case of their 
subtreasury. 

Senator Danirev. What is the difficulty in the subtreasury there 
getting such denominations as you want here? I am looking for a 
statement of the law on the alec because I have not got it be- 
fore me. 

Mr. Porrer. We would naturally assume that if we could not get 
them from the subtreasury in New York we could not get them in 
Washington. We would naturally not try to get them here if we 
were refused there. 

Senator Danimx. What I am trying to do is to find what are the 
limitations of law as to the convertibility of silver certificates into 
smaller denominations that they may exist in? 

The Cuarrman. Perhaps I had better read the law. 


Y 
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Senator Danie. Yes. 
Mr. Porrer. Yes; I do not recall the exact text of the law. 
The Cuatrman. That act of 1900 provides that as fast as ave 


certificates of large denominations come in they shall be reissued in- 


denominations of ten dollars and less, and the act of March 4, 1907, 
provides: 


“Whenever * * * the outstanding silver certificates * * * 


of one dollar, two dollars, and five dollars * * * shall be, in 
the opinion of the cere ney, of the Treasury, insufficient to meet the 
public demand therefor ” 


That is, when he has no ones, twos, and fives of silver certificates— 


“He is hereby authorized to issue United States notes of the de- 
nominations of one dollar, two dollars, and five dollars, and upon 
the issue of United States notes of such denominations an equal 
amount of United States notes of higher denominations shall be re- 
tired and canceled.” 

I think the Secretary of the Treasury has issued no ones, twos, and 
fives of United States notes. 

Senator Danrex. But they could do it? 

The Cuairman. They can do it any day if there is a demand and 
if they choose to do it. There was in the Treasury on the Ist of 
December about four millions of United States notes, for which they 
could have issued ones, twos, and fives. 

Mr. Murray. That would not go very far. 

Mr. Guorcr M. Reynoxps. Mr. Chairman, may I ask a question ? 

The Cuarrman. Certainly. 

Mr. Reynoxtps. Do I understand, Mr. Chairman, that if we in 
Chicago were to turn in a thousand-dollar gold certificate or a thou- 
sand-dollar silver certificate under that law the Secretary of the 
Treasury would have a right to authorize the issue of treasury notes 
to that extent? 

The Cuarrman. He would have a rote to authorize the issue of 
United States notes to that extent and ae retire an equal amount of 
large United States notes. 

Mr. Rrynoips. Then it seems to me that you can solve that problem 
very easily. The trouble now is not so much a question of size. If 
you take our banks in Chicago, we have no silver certificates, we have 
no silver dollars to spare. We have lots of gold certificates and large 
United States notes. But since the law will not allow them to give 
us any money except of the same kind that we deposit, we have not 
anything to get them with, and it makes no difference if you do cut 
them up and put them in the Treasury. 

Senator Harz. We discussed that matter, you will remember, in 
the committee; and our object was to meet precisely this difficulty. 
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The Cuairman. Certainly. 

Senator Harz. That when a gold certificate was outstanding, the 
Secretary of the Treasury could not direct small notes (ones, twos, 
and fives) to be issued to meet the emergency and retire the large 
corresponding United States notes. 

The Cuairman. That is it exactly. 

Senator Hare. And we supposed that it would operate in such a 
way that these issues of small bills would be increasing from year 
to year, and would cover this very difficulty. 

Mr. Reynoxps. I do not think I understand you, then; because if 
he is going to issue these small treasury notes 

The Cuarrman. United States notes. 

Mr. Reynowps (continuing). United States notes, by reducing the 
large notes now outstanding, how are you going exchange gold 
Ee tificatas of a thousand dollars for those? 

The Cuairman. They can attend to that in the Treasury. That is 
a matter of bookkeeping. 

Mr. Burton. There is no necessary relation between the presenta- 
tion of the thousand-dollar bills, you know, and the issuing of the 
others. Naturally, they would be printed beforehand, so as to be 
ready at a time when there was a demand for small bills. 

Mr. Reynotps. I know; but if I deliver a thousand-dollar note, I 
am entitled, under the law, to a thousand dollars in gold. 

The CuHarrMan. That is true. 

Mr. Reynotps. If I do not take that gold (and almost Bie 
does not), the result is that the Treasury Department will have a 
thousand dollars of gold securing a thousand dollars of these addi- 
tional treasury notes. 

The Cuatrman. The Treasury is just like a bank. If a man comes 
into your bank with a hundred-dollar national-bank note and asks 
you to change it for a hundred dollars in silver certificates or a hun- 
dred dollars in gold certificates or a hundred dollars in gold you do 
not have to go through any formality or elaborate entries to make 
the exchange for him. 

Mr. Reynotps. I wish you would impress that upon the office of 
the Secretary of the Treasury, through his representative here. 

The Cuatrman. The Treasury is for this purpose—a great bank of 
exchange. They are not required by law to hold any particular form 
of money in the general fund of the Treasury. They hold United 
States notes, and they hold national-bank notes, and they hold silver 

certificates, and they are all interchangeable at the request of the 
public. 

Assistant Secretary Cootmex. Just at the present time we have 
very little money of any kind in the Treasury. 
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The Cuairman. That may be; but I am talking about. what you 
could do if you had it. If you have no notes you can not make the 
exchange, of course. . 

' Mr. Reynoutps. We have always been met by the statement on the 
part of the subtreasury that they could only give us back the same 
kind of money that we deposited. 

The Carman. There is not any law that requires that response. 

Senator Money. It is just the reverse. 

The CuarrMan. The Treasury Department is not, in my judgment, 
performing its functions properly when it does not furnish to the 
public notes as authorized by law. . 

Senator Danitex. They should be made to do it. 

The Cuairman. Yes; there should be no question. 

Senator Monry. Mr. Porter, I should like to ask you another ques- 
tion. Do you care, as a banker, what kind of paper you get when 
you want, for instance, small notes that are necessary in your busi- 

ness—ones, twos, and fives? You do not really care whether they are 
silver certificates, gold certificates, eS SHS notes, or what not, do 
you? 

Mr. Porrer. No; because the reason we want them is that we are 
going to pay them right out. We have a demand for them. 

Senator Monry. They always pass just the same, and it does not 
make a bit: of difference? 

Mr. Porter. Not a particle. 

Senator Monry. It does not matter what kind of money it is or 
what it is redeemable in; it is in order for everything, and one is See 
hke the other ? 

Mr. Porrrr. Yes, sir. , 

Mr. Werxs. I would like to ask Mr. Porter one question about cir- 
culation. 

The Cuarrman. Certainly. 

Mr. Werks. You remember that Congress in 1906 raised the amount 
that could be loaned to one customer from 10 per cent of the capital 
to 10 per cent of the capital and surplus, do you not? 

Mr. Porrer. Yes, sir. 


Mr. Werks. At that time it was urged that if 10 per cent of their — 


capital would not enable them to loan to one customer what he needed 
the banks should increase their capital. 

Mr. Porter. Yes. 
- Mr. Wrrxs. That has been urged at other times. Do you think 
there should be any relation established between the capital of a bank 
and its deposits? 

Mr. Porter. Do you mean any restriction as to the amount of 
deposits in proportion to capital ? 

Mr. Weeks. Yes. 
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Mr. Porter. No; I do not. I think that is a matter that will take , 
care of itself in public opinion. 

Mr. Brau. If I understood Mr. Reynolds’s question, I think one 
point should be made a little more clear. I understood him to ask, 
if he presented at the subtreasury a thousand-dollar gold certificate, 
whether he would receive in exchange small United States legal-tender 
notes. I think the answer was “ Yes; ” but I assume that meant only 
provided there are on hand previously in the United States Treasury 
those small legal-tender notes. 

The Cuatrman. I take it for granted that the Treasury Depart- 
ment has United States notes in its possession somewhere, and, having 
the plain provision of the statute before them, could use them for 
exchange. 

Mr. Pancerr. But suppose they are in the banks—that the banks 
have them in reserve? There is a fixed amount—three hundred and 
forty-six millions—of United States notes that are outstanding. The 
banks keep them largely as reserve money. Suppose all of that sum 
is outstanding in banks in reserve and the Treasury has not got it. 
Therefore they could not, upon the presentation of the thousand- 
dollar gold certificate, issue United States notes, because the limit is 


_ already outstanding in the banks. 


The Cuarrman. I think you are mistaken about the construction of 
the law; but you are supposing an impossible thing. ~ 

Mr. Pancerr. It might be an impossible thing, of course. 

The Cuarrman. But I think you are wrong in the construction of 
the law, because it says that they shall issue 1’s and 2’s and 3’s 
and retire notes of a larger denomination. They can not retire them 
until other notes are issued. ; 

Mr. Papcrerr. How would they retire them if they were in the 
banks? 

The Cuamman. They could, of course, only retire them when they 


'. were presented to the Treasury Department. 


Mr. Papvcerr. They could not have them both outstanding at the 
same time. ‘ 

The Cuarrman. It is impossible, in the first place, that all the 
United States notes should be in the possession of the banks. It never 


has been the case. 


Mr. Pavcerr. But the amount of them is down to about four mil- 
lions now. 

The Cuarrman. That amount of four millions is constantly being 
renewed and paid out. They keep paying them out and taking them in. 

Mr. Papcerr. I mean, just assume for the purposes of the construc- 
tion that the three hundred and forty-six millions were all in the 
banks—then the Treasury could not issue the small notes in exchange 
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for the gold certificates, because if it did it would increase the 
amount of the United States Treasury notes beyond the amount now 
authorized by law. 

The Cuarrman. Mr. Vreeland suggests that the United States 
‘Treasury, if it were bankrupt and had no money of any kind, could 
not make any exchange. ‘That is certain. But hope we are not likely 
to have to meet that contingency. 

Senator Money. Mr. Chairman, I do not think that is the point Mr. 
Padgett means at all. Mr. Padgett’s supposition is that these larger 
United States Treasury notes are being held by the banks as money 
of reserve, because of their size, and because they are lawful money. 

Mr. Pavcerr. Yes; it is not a question of insolvency. The Treas- 
ury might have fifty millions of silver and it might have fifty mil- 
lions of gold, and yet it could not issue Treasury notes, because the 
banks might have the whole issue of Treasury notes. 

Senator Monry. Exactly—holding them in their reserves. 

' Mr. Paveerr. Holding them in their reserves. Therefore they 
would have to issue something else, and they could only issue silver 
certificates. They can not issue silver certificates in exchange for 
gold certificates; they can only issue them in exchange for silver cer- 
tificates. 

Senator Money. Here is the point, it seems to me—that ae United 
States can not issue ones, twos, and fives of the legal-tender notes 

The Cuarrman. In excess of three hundred and forty-six millions. 

Senator Monry. Well, that is granted; but, I say, they can not 
issue any more of these small notes except to retire larger notes. 

The CuatrMan. Yes; that is true. 

Senator Money. The point Mr. Padgett makes is that those larger 
notes are almost universally held as reserve money, because they are 
what they call lawful money. 

Mr. Papcrrr. Yes. 

Senator Monry. And because oftheir size those large notes are 
convenient for holding as reserve. 

The Cuarrman, The national banking act was passed forty-four 
years ago; and there never has been a time from that time up to the 
present moment when the United States Treasury did not have some 


amount of United States notes on hand. They have four millions’ 


now, which is a very small amount. Of course, if the suppositions 
that Mr. Padgett makes were correct, then they could not make the 
exchange. If a man has no money he can not pay it out; and that 
is as true of the Treasury as of a private individual. 

Mr. Pancrerr. But he would not be bankrupt. He might have 
plenty of other kinds of money, but he would not have that kind of 
money which he could issue in ones and twos. 
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The Cuatrman. I used the word bankrupt in the sense of bank- 
rupt for present payment or exchange. 

Mr. Papcerr. I do not mean bankrupt for present payment, for he 
might tender gold or he might tender silver certificates. 

The Cuarrman. That is a condition that, in my judgment, will 
never arise. 

Senator Money. Mr. Chairman, I do not think it is impractical. 
Excuse me for differing with you at all about it. I do not know 
much about business, but here is the case presented by Mr. Padgett: 
The United States is not redeeming these notes, and, moreover, it is 
not paying a debt. It is simply exchanging small notes for large 
ones to accommodate the banks, which are, in turn, accommodating 
the people and the business of the country. Now, then, this being 
lawful money, and therefore the sort held in reserve by banks, and 
the notes being of a large denomination, and being also, we might 
possibly say, reserve money, there might, consequently, be an abun- 
dance of the gold certificates, silver certificates, silver dollars, gold 
coin, and gold in bullion to be coined, and all that sort of thing, in 
the Treasury, and the United States would not be called upon to pay 
a debt, but simply to exchange money demanded by the business of 
the country for larger notes that are only pela? as reserve fund. That 
is the situation Mr. Padgett presents. 

The Cuarrman. Mr. Money, there are $4,000,000 of those notes in 
the Treasury to-day. 

- Senator Money. I know there are. 

The Cuarirman. But if the banks desire these notes, these small 
denominations (ones, twos, and fives),in United States notes, and they 
are, as has been assumed, the holders of all the United States notes 
that are outstanding, then all they have to do is to take part of their 
holdings and send them to the Treasury for exchange. 

Senator Monry. Of course. That is correct. That is true. There 
is no doubt about that. 

Mr. Papvcerr. But the question that was stated originally was this: 
If he sent in gold certificates, how would he get the smaller money 
for them ? 

The Cuamman. He would get them if they had the money in the 
Treasury to make the exchange. 

Mr. Reynoxps. Mr. Chairman, I think the difficulty with all this 
question of small bills (the very question you have under discus- 
sion) has been accentuated very materially during the past two or 
three years by a more strict insistence by the Comptroller of the 
Currency that national-bank notes should be separated from the 
ordinary moneys and not be counted as reserve. It has been the prac- 
tice of banks throughout the country (except, perhaps, in one or two 
of the large cities) for a long time to allow their mixed currency 
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to accumulate; and it has been counted as reserve with a great many 
national-bank notes in it. Now, as a matter of fact, the comptroller’s 
office is ruling that national-bank notes must be sorted out every 
day from all the rest of your money. 

The Cuarrman. Very properly, I think. 

Mr. Reynotps. Properly so, because it is the law. On the other 
band, the enforcement of that law makes it more difficult for banks 
to keep up their reserve in lawful money. Consequently, they are 
forced to hoard these various certificates that you say can be ex- 
changed, because if they keep the national-bank notes to-day and 
give up a million dollars of thousand-dollar Treasury notes, the 
minute they give them up and pay them out over the counter they 
have impaired their reserve; whereas they are sworn to obey the 
law and properly administer their banks and maintain a certain 
reserve. That is the difficulty of the whole problem. There are those 
people who believe that the insistence of,the law that a national-bank 
note shall not be counted as a reserve is wrong. Of course, theoretic- 
ally, it seems very strange that anyone should suggest that an obliga- 
tion of a bank should in turn be counted by that bank as a reserve 
for deposits. And yet if a Treasury note (which has no security 
back of it other than the Government’s agreement to pay) is a legal 
reserve, it seems to me that a national-bank note (which has the 
guaranty of the Government in quite as strong a form and has the 
Government’s bonds back of it in addition) might properly be used. 
And even if it should not be used as a reserve they might at least 
be a little more liberal. 

Senator TrLtter. Why should it not be used, Mr. Reynolds, as a 
reserve? Why should we not change the law? 

Mr. Reynotps. That is a pretty big question. 

The Cuartrman. I think we shall have to postpone that until after 
lunch. 

Senator Monzy. Generally, however, I want to say that Mr. Padg- 
ett’s difficulty is not a theoretical but a real one. 

Senator Danrex. Suppose you had provided in section 2 of this 
act of 1907—perhaps I had better read it to you. 

Mr. Porter. If you please. 

Senator Danteu (reads) : 

“That whenever and so long as the outstanding silver certificates 
of the denominations of one dollar, two dollars, and five dollars, 
issued under the provisions of section seven of an act entitled ‘An 
act to define and fix the standard of value, to maintain the parity of 
all forms of money issued or coined by the United States, to refund 
the public debt, and for other purposes,’ approved March fourteenth, 
nineteen hundred, shall be, in the opinion of the Secretary of the 


Treasury, insufficient to meet the public demand therefor, he is hereby 
authorized to issue United States notes of the denominations of one 
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dollar, two dollars, and five dollars, and upon the issue of United 
States notes of such denominations an equal amount of United States 
notes of higher denominations shall be retired and canceled: Pro- 
aided, however, That the aggregate amount of United States notes at 
any time outstanding shall remain as at present fixed by law: And 
provided further, That nothing in this act shall be construed as af- 
fecting the right of any national bank to issue one-third in amount 
of its circulating notes of the denomination of five dollars, as now 
provided by law.” 

Suppose, after the words here where it requires the cancellation of 
an equal amount of United States notes when the ones, twos, and 
fives are issued, it were provided: “ Or if a silver certificate be pre- 
sented of a larger denomination than dollars, it may be reis- 
sued in such smaller denominations of one, two, or five: dollars, as 
may be desired, and itself canceled? ” 

Mr. Papvcerr. That can be done now. You do not need any law 
for that; it can be done now. 

The Cuarrman. Another act, the act of 1900, provides for that. 

Senator Danrex. That being the case, you have the matter in your 
own hands now. 

Mr. Porrer. That is exactly what I spoke of—that in order to 
obtain the smaller silver certificatés at the subtreasury at New York 


very often we are told that we must turn in large silver certificates — 


for exchange. 

The Cuarrman. They would like to get them in, of course. That 
is what they are trying to do all the time. 

Senator Danze. It is a matter entirely within your control, in the 
proviso to the silver law which is in effect now. You can get either 
legal-tender small notes or legal-tender silver notes. 

Mr. Reynoxups. Mr. Chairman, if we have impressed upon your 
minds at all the necessity of this for the convenient discharge of the 
duties and functions of the banks of the country at large, I think it is 
a matter that you, in your own time and way, can work out. 

(The commission thereupon took a recess until 2.30 o’clock p. m.) 


AFTER RECESS. 

The Cuarrman. We shall be glad to hear now from the legislative 

committee of the American Bankers’ Association, of which Mr. Arthur 
Reynolds is chairman. 


STATEMENT OF MR. ARTHUR REYNOLDS, CHAIRMAN OF THE 
LEGISLATIVE COMMITTEE OF THE AMERICAN BANKERS’ ASSO- 
CIATION AND PRESIDENT OF THE DES MOINES NATIONAL 
BANK, OF DES MOINES, IOWA. 


Mr. Reynowps. Mr. Chairman and gentlemen of the commission, in 
view of the fact that there has only been about one twenty-sixth of 1 
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per cent loss to the depositors of national banks through failures, it 
does not seem probable that either the bankers or the comptroller’s 
department or yourselves will want to take any very radical action 
in the matter of changing the laws. Further than that, it seems 
improbable that laws can be enacted which will compel all men to 
be honest in the management of business affairs. In other words, it 
does not seem possible that you can legislate to prevent failures. 

I have outlined here, very hurriedly, a few points which came to 
my mind, and possibly to the minds of some of the other members of 
our committee, which seems to me to be pertinent at this time, 
although none of us have attempted to cover in a detailed way any- 
thing in particular. We expected to come and meet you informally, 
and hear the discussions, and, if possible, discuss with you such meas- 
ures as you and the comptroller’s department and others might think 
wise. But the important things which occurred to me perhaps may 
be enumerated in four or five distinctive features. 

First. It seemed to me to be most important that the law should’ 
be changed so as to give the greatest possible authority in the way of 
cooperation between the Secretary of the Treasury and the Comp- 
troller of the Currency, and particularly in the matter of bringing 
out new ideas of any sort. In other words, I believe that even though 
you might have the very best man ‘at the head of the comptroller’s 
department, two heads would be better than one in covering these 
subjects before any new reforms were put into operation. 

Second. In view of the fact that the national banks have paid in to 
the Government, as I understand, about $96,000,000, and that the Gov- 
ernment has only paid out on account of expenses in connection with 
the national banks about $26,000,000, it would seem to me to be per- 
fectly proper and right that the comptroller’s department should be 
handled in a little more liberal manner, in connection particularly 
with the salary of the managers of the department. Hence I believe 
that the comptroller’s salary should be increased so as to be com- 
mensurate with the labor which he performs, and also in order to 
secure the best talent possible for such a position. 

It seems to me, next, that we should have, in some respects, more 
efficient laws. It seems to me, also, that greater care should be taken 
in the appointment of examiners. I do not undertake to understand 
just how these examiners are appointed; but I do know it to be an 
absolute fact that. a few years ago we had a man appointed in the 
State of Iowa who had never had a moment’s banking experience. He 
was an attorney located in the western part of the State, and rather 
a mediocre attorney at that; and he made an examination of our bank 
among the first of those that he examined, as I remember. He admit- 
ted at that time that he knew absolutely nothing about a national 
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bank, its functions or methods of doing business, or anything else. He 
was in the department, I think, about two or three years, and was 
finally retired, either by his own wish or by the wish of the depart- 
ment, I do not know which. But in that particular instance I know 
that the proper care could not have been exercised, because there were 
certainly perfectly competent and capable men in the State of Iowa 
to have made good examiners. 

Next, I believe that there are particular features which have been 
brought out in the discussions here whereby the examinations could 
be bettered in various ways. 

Next, it seems to me that the cooperation of the directors should 
be secured, if possible, through closer contact of examiners and the 
department with them. 

The appointment of examiners, it seems to me, should only = 
made on experience and general fitness for the position. I believe 
that an examiner should be at least 30 years of age, and should have 
had a certain period of practical experience behind the counters of a 
bank. 

The present fee system, I believe, should be augmented through a 
tax on assets similar to the practice in reserve cities. The minimum 
fee should be that now fixed by law, the tax to apply on gross assets 
in excess of, say, $200,000, in order to make it reasonably moderate in 
the case of small-sized banks. This scale should continue pro rata, 
with the banks of different classes in accordance with the fees now 
paid. In other words, it should be regulated somewhat upon the 
basis on which the fees are now regulated. 

It seems to me that every examiner should be required to have an 
assistant. You gentlemen may take issue with me upon this point, 
particularly in examinations made in the smaller towns. I am glad 
to say that I was born and reared in a little town, and was for quite 
a good many years associated with my brother in a bank in a little 
town; and I have some knowledge of how the examinations have been 
made, in the past at least, in those banks. If in making an examina- 
tion an assistant is not furnished, an officer is compelled to call notes 
to the examiner, or vice versa, and there is a wide opportunity for 
fraud in that connection. If, however, the examiner had an assistant, 
especially if the assistant were a stenographer, any particular in- 
formation could be taken and kept in his files and be of record all 
the time; and the next time he came back he would not be relying 
entirely upon his memory. He would have the written record before 
him, which he could take up and go over and which would be in- 
valuable to him. I believe that every examiner should be com- 
pelled to have an assistant, and that there ought to be some law 
covering this particular point. 
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I do not believe that the comptroller should be given discretionary 
power in regard to loans. The loan limit should be fixed definitely 
by law, and further than this the comptroller should not go. An 
example will illustrate why such power should not be lodged in the 
comptroller. In the case of my own bank, for instance, at the last 
examination we had two loans, as I remember, of $20,000 each, made 
to two young men who controlled one of the best insurance companies 
in our State. The stock of that insurance company is selling at about 
$350 a share. We had, as I remember it, about $60,000 of this stock 
as collateral to the loans. In addition to this, these young men were 
worth on the outside approximately $150,000. Yet we received a 
letter from the comptroller’s office requesting us to reduce those loans. 
Both of them were within the legal limit. They were independent 
loans. They were not joint loans, but were amply secured by col- 


lateral. This simply shows that it would be impossible to permit the 


discretion in regard to the quality of loans to lie in the department 
in Washington, because they could not possibly know about the 
various makers of the bills receivable. The officers must necessarily 
exercise the widest kind of supervision over the affairs of the bank. 
Tt is necessarily so; it can not be otherwise. 

No special protection should be given to the depositor where notice 
of assessment has been given. It seems to me that the comptroller has 
handled this matter sufficiently well in the past, and he probably has 
sufficient authority at the present time to cover whatever cases might 
come up in this connection. 

I do not believe that loans should be made to salaried officers. 
There has been quite a range of discussion on this subject among the 
various bankers present; ‘but I can not see how any other conclusion 
can be reached. It has never been the practice in our own bank to 
carry the loans of officers; and I do not believe it is quite the proper 
thing to do, although it Seems to me that such loans could be made, 
and undoubtedly are made in most instances, in perfect safety. I can 
not see any reason why loans should not be made to directors just as 
they have been in the past, the same as to any other person. 

I do not think that the labilities of directors should be published. 
There is nothing to be gained in this particular feature. In fact, 
I think it would be a great detriment to the banks. In the State 
of Iowa, state banks at the present time are compelled to publish the 
liabilities of their directors in total; and I know that it simply culti- 
vates among the banks a disposition to evade the law by trading 
paper with other banks in the town, and really does not accomplish 
the purpose for which it is intended. I know that to be a positive 
fact in my own case with some of the banks in Des Moines. 

The list of shareholders of banks, it seems to me, should be pub- 
lished at least once a year, at stated periods. The public, it seems to 


me, are entitled to know where the ownership of the stock lies. 
You might find considerable controversy on that question. But I 
am connected with a bank in which I happen to own a large part of 
the stock, and I should not object at all to having the list of stock- 
holders published. In fact, I think it is a matter of protection. If 
you put the public on notice by giving them freely the information 
as to who owns stock in your bank, they are taking their own risk 
and their own responsibility in depositing with the bank. But it 
does seem to me that the law should include this point. I believe that 
that list should be made public at certain stated times each year. 

It seems to me, further, that the comptroller should have authority 
to require a bank to publish a list of its stocks and securities. By 
this I mean banks carrying an excessive line of any particular kind of 
stocks and securities. If any of you gentlemen are bankers(and I take 
it you are, or at least know a great deal about banks), you know that 
covering up in banks is probably done more through the stocks and 
securities account than any other account in a bank. Ifa bank throws 
bad items into this account, and the comptroller requests certain 
things to be eliminated, and the banks do not compiy with his reason- 
able suggestion, I think then the comptroller shou'd have authority 
to compel the bank to make public the list of its stocks and securities. 

Mr. Vreevanp. Make them public, did you say? 

Mr. Reynotps. Make them public; yes, sir. J think they should 
be compelled to publish that list of stocks and securities. 

In other words, when my brother and I took hold of the bank in 
Des Moines we found it in very bad condition. There was a very 
large amount of assets covered up in the stocks and securities ac- 
count which had been carried along for quite a good many years. 
We finally got out from under that situation, and put the bank in 
good condition. But it seems to me that if there is any attempt to 
evade the law, or to cover up in any manner anything in the bank by 
throwing stuff into that account, it would be nothing more than 
proper and right that the comptroller should have the right to either 
demand the elimination of that particular class of paper or publish 
the list, so that the community could know something about the con- 
dition of the bank. 

Mr. Bonyneg. That is, the bank would not be required to publish 
it at certain times, but only when the comptroller required it? 

Mr. Reynoups. They would not be compelled to publish it except 
in such cases where it was the deliberate intent to cover something 
up by throwing it into the stocks and securities account. 

Mr. Bonyncor. And where the bank had failed to comply with the 
suggestions of the comptroller? 

Mr. Reynotps. Yes, sir; only where they failed to comply with the 
suggestions of the comptroller’s department. 
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It does not .seem to me that we should attempt, by law, to limit 


the ownership of national-bank stock. 

It seems to me that reports should be made in duplicate, as has been 
suggested, and forwarded to the comptroller for his use. We have 
always kept on file a certified copy of our reports for twenty-five 
years, ever since the bank was organized. We have kept on file all 
the time in our bank certified copies signed by the directors, although 
I understand that this is not done in all cases. 

Laws should undoubtedly be made to apply to fraudulent state- 
ments in reports. 

It seems to me that we should penalize with a fine those who do 
not make prompt remittances on account of the redemption account. 

The $5 note matter has already been covered quite fully. 

Senator Monry. Do you agree with the recommendations made 
about that? 

Mr. Rrynoxps. I, of course, am not thoroughly conversant with all 
of the intricate methods of handling the business down here in the 
Treasury Department. But I do know that in certain seasons no 
western bank has a sufficient supply of small bills, and I know that 
there are sections where you can not get them. Just why you can not 
get them I do not know. We can not get them from Chicago, and 
they probably can not get them from the department. Personally, I 
do not see any reason why the entire limit should not be taken off 
and the banks be permitted to issue $5 bills in such quantities as they 
desire; but there might be reasons that I do not understand. I 
would say, however, that I never would favor the dividing up of 
the gold certificates into small bills and putting the reserve money in 
the pockets of the peoplé. I think that would be a serious thing to 
do. I think if there is any one kind of money that is better than the 
other, the gold is better than the other forms of money; and if there is 
any one class that is poorer than the other, we ought to keep the poorer 
class in circulation. 

Senator Monry. What do you mean (if you will excuse me for in- 
terrupting you), by a “ better” and a “ poorer ” class? 

Mr. Reynorps. Well, that is only a matter of expression. We un- 
derstand that a bank note is perfectly secure, and we understand that a 
silver certificate is perfectly secure, and that a gold certificate is per- 
fectly secure; but the gold has come to be recognized by all nations. 

Senator Monny. But when you use the phrase “a better and a 
poorer class of money,” it must represent an idea in your mind. It 
must be something more substantial than a mere expression. 

Mr. Reynorps. I have not any other idea in my mind than that 
gold is the highest standard of value; that is all. It has been so 
recognized by all nations. 
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Senator Monry. Is there any difference in the standard of value? 
You say “ highest,” and that means that there is a lower one. What 
lower one do you know of? 

Mr. Reynoxps. We think that the ‘gold standard is the highest 
standard. 

Senator Money. Is there any other? 

Mr. Reynowps. We would hate to think that silver was the highest 
standard. 

Senator Mowery. Is there any other standard? Is there only one? 

Mr. Reynotps. I do not know that there is; not in the United 
States. 

Senator Monry. Do all the different kinds of money pero the 
same function in this country ? 

Mr. Reynoxps. I think they do; yes, sir. 

Senator Monry. Then there is not any difference, really ? 

Mr. Reynoxps. Not in point of fact, possibly. 

Senator Monry. It is justin the expression, then? 

Mr. Reynotps. That is all; yes, sir—largely. But be that as it 
may, I would personally favor the keeping of the gold on hand and 
the keeping of the reserve money on hand, and having the national- 
bank bills perform the function for which they were originally 
intended. 

Mr. Bonynce. All the kinds of money can not be used for your re-" 
serve money ? 

Mr. Reyno.ps. No. 

Mr. Bonynce. There is that difference, then? 

Mr. Reynotps. In that respect there is a division of character. 

Senator Money. That is simply a matter of law, and not a matter 
of fact. That is another “expression.” 

Mr. Reynorps. It seems to me that stockholders should have the 
right to fix the price of stock in an increase of capital or in the matter 
of absorption of another bank. That has been fully covered. 

The Secretary of the Treasury and the comptroller should have the 
authority to remove or fine national-bank oflicers for flagrant dis- 
regard of instructions from the department as to violations of law. 
I think that is a very important feature. 

T have here a little suggestion of my own about which I have not 
even talked with our committee. It is not thrown out with the ex- 
pectation that you gentlemen will take it up, but as a thought which 
appears to me to be true. . I believe that the prevailing feeling for 
the necessity for the guaranty of bank deposits or for a postal savings 
bank has been very largely brought about through the lack of the 
ability of the poorer classes to discern between the character of banks 
and a lack of proper supervision of the banks. In other words, I 
believe that national banks should be permitted to accept savings de- 
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posits in a separate department, under special supervision, segregat- 
ing the assets in this department and limiting the investment to such 
securities as are permitted to be handled by savings banks in New 
York, Massachusetts, etc. In‘ other words, protect the small savings 
depositor with such high-grade securities as would prevent loss. The 
reserve requirement should be reduced so as not to be greater than 
ordinary savings banks are required to carry. Either such a depart- 
ment should be authorized or the law changed establishing federal 
trust or savings banks under similar supervision. The statement of 
the savings department should be published in connection with the 
regular statement. If this were done, we would not have very much 
need for, nor would we hear very much more about, the guaranty of 
bank deposits or the necessity for a postal savings bank. I believe 
that there ought to be something brought into the national-banking 
act which would enable national banks to compete on this character of 
business and at the same time enable them to handle a class of busi- 
ness which properly comes to their counters to be handled in such a 
way that they could compete with other corporations and other kinds 
of banks that are permitted to handle and do handle this kind of 
business. : 

In other words, while I have not this matter thoroughly worked 
out in my own mind, if we had such a department, or such a federal 
trust company, or a federal savings bank, or whatever you may term 
it, it would in the end drive state banks, and probably trust com- 
panies, under federal supervision. That is so because on an even 
break the national banks as a whole would stand a better chance of 
getting the deposits than the state banks which do a similar class of 
business. It seems to me that it would be very desirable to have all 
banks in the country under one supervision, and this is one of the 
methods of bringing this about. I believe that if these small deposit- 
ors were protected in some such manner as suggested, so that they 
would be secure, we would not have any need for any further protec- 
tion for them, such as some people believe that we must have. 

Mr. Burron. Then you would not have the funds of the savings 
department liable for the debts of the national department ? 

Mr. Reynotps. No, sir; I would segregate the assets of that par- 
ticular department, keep a separate set of books for it, and specify the 
particular kind of security that they could invest in; and I would 
only compel the bank to carry such a percentage of reserve against 
that particular kind of deposits as has been found to be necessary 
through the operation of state and savings banks under state laws. — 

Mr. Burron. Would you allow them to lend on real-estate mort- 
gages? - 

Mr. Reynotps. Yes, sir; I would specify the highest grade securi- 
ties, such as is done in the State of New York and the State of Massa- 
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chusetts and a number of other States, in which, I understand, there 
has been very little, if any, loss to depositors through the failure of 
such banks. The ery has come up because of the fact that the com- 
mon people have not been able to discern the better banking institu- 
tions, and there have been losses arising through this which, it seems 
to me, there could not have been and would not have been if the money 
had been invested in a specified class of securities, such as is done in 
the States that I mentioned. 

“Mr. WEEKs. Why does not the legislature of Iowa, for Taree 
pass a mutual savings-bank law and let you go ahead and establish 


mutual savings ake as has been done in the East? 


Mr. Reyrnoxps. That is one suggestion; I have had that matter up 
myself there. Savings banks in the State of Iowa are permitted to do 
all classes of business. A short time ago there was a bank in an Iowa 


town with $7,500,000 of deposits that was doing a commercial and a 


savings bank business, at times with statements showing to the clearing 
house a reserve of 14 or 15 per cent, and yet in that same bank they 
had over $4,000,000 of country-bank business. This, you know, is wrong. 
They have changed the conditions. But it only demonstrates that if 
you are permitted to do all classes of business, particularly in the case 


-of savings banks, where you may invest in long-time securities at a 


cheap rate, you must be allowed to carry a lower percentage of re- 
serve upon that particular character of business; and I do not know 
why we should not have a department in national banks which would 
permit them to do that class of business, giving the condition of that 
department specifically in the statements of the national bank that 
was carrying it. 

The Cuarrman. Your idea is that the savings department would 
have a higher credit from that fact with the public generally 4 

Mr. Reynoxps. Yes, sir; I think they would. I think they would be 
able to compete with these other institutions carrying savings de- 
posits. In fact, I think they would drive the other institutions into 
the national banking system; and in that way, to a larger extent, the 
banks would all be under one supervision. 

Senator Money. What is the tendency now, to go from state to 
national banks, or from national to state banks, or is there any move- 
ment at all? 

Mr. Reynotps. There is a very decided movement of state to na- 
tional banks in the State of Iowa. Of course, we have a great many 
banks. 

Senator Monzy. Yes; but that leads to another question. That 
means, then, that the national-bank act as it stands offers a great deal 
of advantage over the state-bank system to people who want to go 
into the banking business, does it not? 
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Mr. Reynotps. No; it does not offer any advantage at all, except 
the popularity of the system. . 

Senator Monry. At any rate, you say the tendency is to go from a 
state to a national bank? 

Mr. Reynoxs. Yes, sir; that is the tendency in the State of Lowa, 
T think. 

The Cuarman. But the general tendency in the country has been 
the other way. 

Mr. Rrynowps. I might say this, in answer to your question, about 
which I do not want to be misunderstood: There are a great many 
more state banks being organized in the State of Iowa than there are 
national banks; but there is somewhat of a tendency in the State of 
Towa to convert state banks into national banks. 

Senator Monny. That is exactly what I expected, and that is the 
reason I asked you the question, because I wanted you to say so. 

Mr. Reynotps. Yes, sir. 

Senator Monry. That proves to the men who want to do banking 
the superior advantage of the national banking law over the state 
law, does it not? 

Mr. Rreynoxps. Well, there are advantages and disadvantages. 

Senator Monry. Does it not prove it ? 

Mr. Reynorps. No; it does not necessarily prove it at all, because 
in an individual locality where you have a national bank, with the 
people understanding that they are protected in a way perhaps that 
they are not, the state or savings bank is driven under a national 
charter, although it may not be half so good as its own for the 
handling of business in that locality. 

Senator Money. Is there any proof that the state-bank system is 
the best system for men to lend money under? 

Mr. Rrynotps. I beg your pardon. 

Senator Monzry. It does not prove, at least, that the state system 
is the most favored one, if they are going from the state to the na- 
tional banks. . 

Mr. Reynoups. More banks are being organized under state char- 
ters than are being organized under national charters, of course. 

Senator Monry. J am not talking about that. You are getting 
away from the question, which was, What is the tendency—to go 
from state to national banks, or from national to state banks? You 
say the tendency is to go from state to national banks; and that shows 
that to the men engaged in banking there are superior advantages 
offered by the national banking act over the state banking acts. 

Mr. Reynoxps. It would not show that to me. 

Senator Money. It would not? 

Mr. Reynoups. No; it would not show that to me, because I think 
it depends entirely upon the locality in which the bank is located. 
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Mr. Burton. Your state banks in Iowa have a wider range of in- 


vestment, have they not? 


Mr. Reynorps. A very much wider range; yes, sir. 

Mr. Burton. Are they under any state supervision ? 

Mr. Reynotps. Oh, yes; they are under state supervision, and very 
good state supervision at that—very good, indeed. 

- Mr. Weeks. Is there any substantial demand in Iowa that national 
barks be permitted to loan on real estate? 

Mr. Reynotps. There is a very great demand in the State of Iowa; 
yes, sir. I have talked to a very great many bankers, country bank- 
ers particularly, who are very favorable to that idea. In fact, I 
have in mind now two or three national bank managers that have 
told me they would be compelled to go out of the system if they were 
not permitted to loan on real estate. I think there is such a demand; 
yes, sir. I would not want to go on record as saying that I believe 
that it is a good thing to do; but I do say that there is quite a demand 
among the national banks for it. 

Senator Trtter. What occasions that? Is it a lack of opportunity 
to make good loans? 

Mr. Reynotps. Yes, sir; it is a lack of opportunity to make good 


loans, particularly in the State of Iowa. We are very rich there, and~ 


there is a lack of opportunity of investment. It drives them into the 
commercial paper field. I have in mind right now a bank, one of our 
customers, that was caught on a piece of paper a short time ago, that 
was originally carrying a nice line of farming loans. The comp- 
troller’s office requested them to cut out the farm loans, and they cut 
them out and invested them in commercial paper, and they lost some 
of their money. I was talking to a man connected with that particu- 
lar bank, and of course it was one of their thoughts that they ought 
to have a wider range in the matter of loaning on real estate. 

Senator Trnier. You have reached a stage in the State of Iowa 
where farm land is considered valuable, have you not? 

Mr. Rrynotps. Yes, sir. 

Senator Tretier. T oe was not a fact when you went there, twenty- 
five years ago? 

Mr. Reynoups. Oh, yes; farm lands there are worth from $75 to 
$150 an acre. 

Senator Treiier. And there is a demand for them, is there not? 

Mr. Reyno.ps. Yes, sir; there is a big demand for them. 

Senator Trrier. That is the case in Colorado now, when, twenty- 
five years ago, they could not sell them at all. 

Senator Monry. This is not exactly pertinent, but as a matter of 
information, I would like to ask whether the lands have gone down. 
Has there been any considerable depression in farm lands during this 


panic? 
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Mr. Rreynoups. Oh, my, no! 

Senator Monry. None at all? 

Mr. Reynoxps. None at all. There has been an increase in the 
value of lands there. 

Senator Money. It has increased all the time? 

Mr. Reynonps.. Yes, sir. 

Senator Texuer. It is the same way in my country. 

Mr. Reynoxups. Land is worth now more than it was a year ago, 
and more than it was two years ago. 

Senator Money. I think that is the truth throughout the Middle 
West; is it not? 

-Mr. Reynoxps. Yes, sir; I should think so. I should say it was. 

I do not have anything further, gentlemen. I do not want to de- 
tain you. 

Mr. Burron. In regard to this matter of a savings-bank department 
for national banks, the usual argument made against it is that the 
management of savings banks requires a different class of talent; that 
it dissipates the energy of those that are engaged in the strictly com- 
mercial business. What do you say to that argument? 

Mr. Reynoxps. I would not say that that is true; I do not think 
that that is true. For instance, in our own little bank we have been 
compelled to open up a savings department. We are carrying twenty- 
five per cent reserve against it, and making no money at all. It is 
simply an exchange of dollars; but we have to take care of that 
class of business that comes to us. During the last four or five 
months, for instance, we have opened up in that department (in a lit- 
tle town of a hundred thousand people, with nineteen banks, I believe, 
in the town) something like 1,260 new accounts, as I noticed the other 
day. So it only demonstrates that there is a class of people that 
will not deposit their money in any other way except in a savings 
account; and it seems to me that that class of business ought not to 
be driven away from your doors. 

The other day, for instance (to show you how valuable it is), a 
man in the savings department brought in a customer who left with 
me a deposit of $15,000. The first man only had in his own little 
savings account probably $250. But it is a valuable adjunct, not 
only for the amount of business that is in it, but from the number of 
people that come in and out of your office and that keep you in touch 
with the public. In other words, it is believed as to all kinds of ac- 
counts in our community that ten accounts are equal to bringing in 
one new account. That is to say, we believe that for every ten people 
we will get one new person without any trouble whatever. For that 
reason a savings department is a valuable adjunct to the national 
banking business; and it seems to me that that privilege ought to be 
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given to them. But this is only a suggestion that I have wanted to 
express. 

Senator Kwox. You are doing that now under the provision of 
the existing law which requires you to carry 25 per cent reserve ? 

Mr. Rreynotps. Yes, sir; as a reserve city. 

Senator Knox. Why is it not a good thing even under those condi- 
tions ? 

Mr. Reynoxps. There is not any money in the transaction. 

Senator Kwox. But you have just given us an illustration where 
there was a very great deal of money in it. You draw people to 
your bank. 

Mr. Reynoxps. Yes; you do that to that extent; but I mean on 
the accounts themselves there is no money in it. 

F Senator Kyox. Any business is good business that brings people 
to a bank for any purpose, is it not—except a run on a bank, I sup- 
_ -pose? 

Mr. Reynotps. Yes; there is no doubt about that. 

I thank you, gentlemen. That is all I have to say, unless you 
have something more to ask me. 

Mr. Pancerr. I should like to ask you one question. You men- 
- tioned early in your statement that you thought the directors ought 
__ to have the full privileges that are accorded everybody else to borrow 
from the bank. Now, suppose the salaried officers of the bank should 
lend to the directors. What would be the difference, or how would 
you differentiate the directors lending to the officers? 

Mr. Reynoxps. Mr. Padgett, I should say that the experience of the 
comptroller’s department demonstrates that the losses on loans made 
direct to officers so much overtop the losses on loans made to directors 
that on the law of averages it would be much safer to permit directors 
to berrow than it would to permit salaried officers to borrow. 

Le Mr. Papcerr. Have there been any instances where there have been 
a losses when it has required the official action of the board, as a board, 
war " 

hs to lend to the officers? 

ca Mr. Reynoxps. I think probably not. I quite agree with that 


Ae 


- __thought—that there might be something worked out along the line 
ag of compelling all officers’ loans to be submitted to the directors. and 
a passed upon by the board. 

Fa Mr. Paneerr. Officially ? 

a Mr. Reynoups. Yes. However, I was just reading in the report 
0 here a statement from the examiner in the State of Iowa showing a 
or bank at Forest City, Iowa, which is owned by the Plummer family. 
is They are all Plummers. There are no other people interested in the 


bank. In that particular case you can readily see that the directors 
of the bank were in fact the officers, and the oflicers were the directors. 
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Mr. Paperrr. I am asking for information. I wanted to get your 
opinion on the question. 

Mr. Reynotps. I think you can not legislate, as I said at the start, 
to protect people from becoming dishonest, or doing fraudulent busi- 
ness; and it seems to me that it would be a reasonably safe transac- 
tion to permit officers to borrow under that condition, where the loans 
are passed upon by the board of directors. 


STATEMENT OF MR. E. F. SWINNEY, PRESIDENT OF THE FIRST 
NATIONAL BANK OF KANSAS CITY, MO. 


The Cuairman. Mr. Swinney, have you anything that you would . 
like to say to us? We would like to hear you, in any event. 

Mr. Swinney. Mr. Chairman, I have nothing to say, except this: 
The question has been spoken of here in a number of cases about bank 
examiners being political appointees. I will say that our district 
comprises Kansas and Missouri. I have been in one bank there for 
twenty-two years; and while it may have been that the appointments 
were made from political influence, I have never known of an in- 
stance where the examiner was not an experienced bank man, and in 
the twenty-two years I believe that three-fourths of those examiners 
have gone in a few years to positions in larger banks. For instance, 
I can name you in St. Louis two or three or four of the cashiers of 
the large banks, one of them being the president now, who were bank 
examiners in our district. And the same thing is true in Kansas 
City ; one or two of the former examiners are now officers in the larger 
banks. 

As to violations of the banking law that have been alluded to, I do 
not beHeve any law can be enacted that will keep you from having 
men in the banking business who will do dishonest acts. As I said to 
your chairman, there is no State in the Union that has not a law 
against stealing horses, but still stealing goes on. You may put any 
kind of law on your statute books that you want to, but we will have 
men in the banking business who will not follow the law and who will 
do a dishonest business. For that reason I believe that the banking 
act, so far as the operations of it are concerned, does not need a great 
many changes. 

There is one thing that has come up that I have not heard men- 
tioned by any of these gentlemen. That is, I think that the comp- 
troller should have authority to fine an officer of a bank who makes 
an overloan. I believe that matter was brought up yesterday by some 
of the officials. The only thing the comptroller can do now is to take 
the life of the institution. He has no authority whatever to stop that 
sort of thing or impose any kind of a fine against an officer for mak- 
ing overloans. All he can do is to eall attention to it. F 
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I heartily agree with the remarks that have been made by the vari- 
ous chairmen of these committees; and, with very few changes, I 


_think that our banking law, so far as its operation is concerned, is in 


very good shape. 

Senator Terter. Mr. Swinney, I should like to ask you a question. 
I do not remember when this provision of law was passed, that a loan 
shall not exceed 10 per cent of the capital, but it has been in operation 
ever since I can remember. 

Mr. Swinney. Senator, we had a law that we could only loan 10 
per cent on the capital up to 1906. In 1906 you passed a law whereby 
we can loan 10 per cent of the capital and 10 per cent of the surplus. 

Senator Terrier. Yes; I remember that very well. ; 

Mr. Swinney. But not to exceed 30 per cent of the capital in any 
instance. I think that perhaps that bill was passed in that way to 
cover the case of a few banks hke—if I may say so—the institution 
that I am at the head of and the one that Mr. Porter is at the head of. 
It was feared that banks would start with a very small capital and 
a big surplus to evade the stockholders’ liability, I imagine. 

Senator TreLiter. Yes; undoubtedly. 

Mr. Swinney. But since that law has been in effect I imagine 
there have not been a great many violations of it. 

Senator Teriter. How long have you been banking in Kansas City ? 

Mr. Swinney. Twenty-two years. 

Senator Tretter. During that time—I suppose all that time—there 
has been this law about 10 per cent, has there not ? 

Mr. Swinney. Yes, sir. 

Senator Trxtier. Has it not been the custom in that western coun- 
try to absolutely ignore the law when good loans were offered ¢ 

Mr. Swinney. Senator, I will say this to you: I remember that in 
one report which we made, an examination that we had, we had 62 
overloans; but since this new law went into effect the institution has 
not had a single overloan. 

Senator Triier. It was not necessary, perhaps, after that. Your 
surplus was large, probably. 

Mr. Swinney. We took a part of our surplus and put it into capi- 
tal; and I think that with the new law that we have now all banks 
should operate within the law. 

Senator Texter. I do not suppose you have found it so, but im 
some of the smaller towns in the West, in Colorado, it has been dif- 
ficult for banks to loan their money. They have had deposits of ten 
times their capital. It is often difficult, in the case of a mining town 
in Colorado, to loan money. For instance, a banker in a town at the 
foot of the mountains said to me: “ We have three millions of dollars 


x 


‘here which we ought to loan.” I said: “ Why don’t you loan it?” 


“Well,” he said, “the people who deposited it here were afraid te 
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loan it, and we are afraid to loan it.” It is difficult to make loans 
there where there are not any large commercial transactions; and in 
that way the practice of ignoring the 10 per cent limitation has 
grown up. 

Mr. Swinney. I do not think it is ignored now. 

Senator Trrter. I am not speaking of now; I am speaking of the 
past. 

Mr. Swinney. Oh! They did not pay any attention to it. 

Senator Texter. I have been a bank director, and I was the attor- 
ney for two banks for about twenty years, and had something to do 
with them; and I know absolutely that they made loans when they 
could make good ones without reference to the amount, and they were 
good bankers, too. I do not know, in my own experience, of a single - 
dollar being lost by those banks as a result of excessive loans. 

Mr. Swinney. Of course it is not in your large loans that you gen- 
erally have the loss; it is in your medium-sized loans; and there are 
circumstances when it seems that a bank ought to be allowed to 
make a loan in excess of the limit. But still, at the same time, I 
am not in favor in any instance of allowing the comptroller or some 
one else to permit that. 

Senator Tretier. I think the banks ought to obey the law; but I 
have always felt that the limit was rather small in western countries. 

Mr. Swinney. I do not know about that. Our lmit now is 
$150,000. 

The Cuarrman. Since we have increased the limit by adding the 
surplus, that, of course, has changed things very much. 

Mr. Swinney. Yes. 

Senator Trrter. We did that in 1906. 

Mr.-Swinney. I can see where in some instances it is a hardship 
in Kansas. There are a great many banks in Kansas with small 
capital ($25,000), and there is a great deal of cattle feeding done in 
that country, and $2,500 does not go very far toward taking care of a 
cattle loan. 

Senator Trnier. No. 

Mr. Swinney. But at the same time, I do not see how you can get 
around it very well. 

Senator Monry. Mr. Swinney, let me ask you a question based on 
your observation. Has it been the disposition to lend money on real 
estate? 

Mr. Swinney. No; we have never had anything of that kind. 

Senator Monry. I do not refer to natianal banks; to state banks. 
Have you noticed that there have been any loans on real estate during 
this panic, for instance? 

Mr. Swinney. Oh, in Missouri—our state banks are all allowed to 
loan on real estate. 
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Senator Money. I know that; but has there been any disposition 


4 to do it? 


_ Mr. Swryney. Oh, yes; they all do it. 

Senator Monry. They have done it? They have been doing it? 

Mr. Swinney. If you will take up the reports of the Missouri . 
banks, especially in the country (I am not talking’ about the city 
banks now, but the country banks), you will perhaps find a third of 
them with real-estate loans. A third of their loans are real estate. 

Senator Trtter. That means farm property ? 

Mr. Swinney. Farm property. 

Senator Money. In my State you can not get a loan on real estate. 
The banks will not take it, as far as I know. 

Mr. Swinney. You see, in Missouri we only have, I think, 118 
national banks. They are nearly all state banks. 

Senator Trtier. How many state banks have you? 

Mr. Swryney. [ think there are, all told, about 630 banks in the 
State. The others are state and private banks. 

The Cuarrman. Are some of the state banks large banks? 

Mr. Swinney. Oh, yes! yes, sir. We have in St. Louis the old 
Boatmen’s Bank, the oldest bank in the State, which has two mil- 
lions of capital and some sixteen or eighteen millions of deposits. 

The Cuarrman. Does this bank loan on real estate? 

Mr. Swryney. Oh, yes, they will. 3 

The Cuarrman. And all of their deposits are ppayable on demand? 

Mr. Swinney. Yes, sir. 

Senator Money. While I was out in Buffalo this summer I went 
into one of the largest banks there; I was introduced by a gentleman 
who was acquainted there, and they told me that they would not make 
any loans on real estate at all. 

Mr. Swixney. In Missouri they do. 

Senator Monry. And as far as they knew, that was the rule in 
northern New York. I do not know; I simply made some inquiries 
about the matter, and I found that generally the banks have not been 
lending on real estate at all lately. 1 do not know whether they are 
getting out of that or not. 

Senator Trrier. Senator, was that a state bank in New York? 

Senator Monzxy. I do not know whether it was or not. I suppose 
it was. I will tell you what bank it was: It was called the People’s 
Bank. Mr. Bissell is the president of it; and I was introduced to 
him because I used to know his brother, who was ea Sree Ce 
under President Cleveland. 

Mr. Vreevann. Mr. Swinney, what part do you think the directors 
should take in the management of a bank? 

Mr. Swinney. I will say this on that point: I think we have had 
a fairly successful institution; and twenty-two years ago, when I 
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went to take charge there (I had been in the banking business then 
about ten years and our bank was a comparatively new one), I said 
to the directors that I was willing to do so provided they would give 
me their aid in the way of coming to the bank. We arranged at that 
time for our directors to take lunch at the bank; and in the twenty- 
two years I am free to say that I believe we eee had a Ue of 
. our directors two-thirds of the time, every day. 

Senator Trier. Every day? 

Mr. Swinney. Every day; yes, sir. 

Senator Tener. That is rather exceptional in the West, I think. 

Mr. Swinney. Our institution is situated a little differently from 
most corporations. 

Mr. Pavcerr. You made the sheep an argument for them to come, 
did you not? 

Mr. Swinney. Yes; we told them we would give them their lunch. 

Senator TrLimr. ior many directors have you? 

Mr. Swinney. Eleven; but four of them are officers of the bank. 
Then the chairman of our board makes five right there, you see. 

Mr. Vreetanp. Do you think it is valuable to the bank that the 
directors, or a committee of them, should know the larger lines of 
credit—the principal places where money is loaned ? 

Mr. Swinney. Beyond question; yes, sir. I think that an officer 
of a bank owes it to himself to know that, where he is trying to con- 
duct his bank in an honest, intelligent way. Very often matters will 
come up from a director regarding some loan that I would not know 
anything about, even though I would be right in the bank; and yet 


he would know something on the outside about it, which helps very 
much. 


Mr. Vreetanp. What would you think of the New York plan of 
requiring the board of directors or a committee of the board of di- 
rectors to make one return to the comptroller a year, based on an 
actual examination, giving their opinion upon the value of the secu- 
rities and property owned by the bank? That will not do your bank 
any good; but are there not hundreds and perhaps thousands out of 
the six or seven thousand national banks where the directors have no 
knowledge of the large lines of credit that are existing? 

Mr. Swinney. Mr. Vreeland, I think that in the majority of those 
cases the managing officers of the bank would make out the list and 
ask the directors to sign it. 

Senator Trriter. And they probably would. 

Mr. Vreeianp. Tt does not work that way in New York. The man- 
aging officer of a bank there can not make out the list without com- 
mitting a misdemeanor. It is an absolute requirement of the law that 
the directors, or a committee of them, must actually make it out. Of 
course they do not have to write the figures down, but they must 
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actually take the bonds and the stocks and give their opinion as to 
whether they are worth par, or above par, or below par. 

Mr. Swinney. They do that to-day in the comptroller’s report. I 
know some of you are directors in national banks; but how many of 
you, do you suppose, ever read one of those reports through before it 
was signed ? 

Mr. Vreetanp. Oh, they are usually signed as a mere matter of 
form. 

Mr. Swinney. In that report you have to give your estimate as to 
the value of your stocks and bonds and everything of that kind; and 
yet the directors never look over the reports. 

Mr. Vreeiranp. Do you mean the report signed by the three di- 
rectors ? 

Mr. Swinney. Yes, sir; the itemized report. 

Mr. Vreeianp. That is signed as a matter of form. 

Mr. Swinney. They sign the other report as a matter of form, too. 

Mr. Vreeianp. It has not been so in New York. The law has been 
in effect over a year, and the examinations are actually made by the 
committee. 

Mr. Swinney. Of course if you can force them to go into the mat- 
ter and look into it, it is all very well. But my opinion is that three- 
fourths of the time they would not pay any attention to it; they 
would have some clerk make it out and just sign it up. s 

Thank you, gentlemen. 

The Cuarrman. Mr. Reynolds, are there any other members of 
your committee who would like to be heard? 

Mr. Grorcr M. Reynoups. Mr. Hamilton and Mr. McCord—Mr. 
Hamilton of Hoopeston, Ill., and Mr. McCord of Atlanta, Ga. I do 
not know just what they have in their minds. 

The Cuatrman. Mr. Hamilton, we shall be very glad to hear from 
you. 


STATEMENT OF MR. JOHN L. HAMILTON, OF HOOPESTON, ILL. 


Mr. Hammon. Mr. Chairman and gentlemen, J do not know that 
T have very much to say on this subject, further than that I coincide 
ina general way with all the recommendations that have been made 
by both the committees. The thought has occurred to me, however, 
that it would be well to look into the question of double lability of 
corporations holding the stock of national banks, and it seems to me, 
while I am not a lawyer, that the law might, perhaps, need to be 
amended, to be effective, so as to include in that particular section 
of the law a provision that all stock held by corporations or individ- 
uals should be liable to the double assessment. I do not know whether 
that would apply to state institutions or not, but if it would, that 
would cure that defect. 
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I think the Comptroller of the Currency raised one very important 
question relative to the appointment of receivers. It seems to me 
that the question was not thoroughly gone into at this meeting. In 
looking over the law in a general way, it is not clear to my mind that 
he has sufficient authority to take immediate possession of a failing 
institution. It seems to me that his authority should be extended in 
that direction. We have had similar trouble in Illinois in connection 
with our state banking laws there, and we recently passed, at the last 
session of the legislature, a law curing such defeets, which was rati- 
fied by the vote of the people, giving the auditor of state, who is in 
charge of our banking department, authority to take immediate 
charge of failing institutions, and giving him further discretionary 
powers relative to the organization of institutions. 

Senator Monry. Excuse me right there—you say your state law 
gives the auditor power to take ae charge of a failing insti- 
tution ? 

Mr. Haminron. Yes, sir; or one he supposes to be in that condition. 

Senator Money. How does he tell whether it is failing or not? Is 
it just a matter of his judgment ? 

Mr. Hamiuron. The state auditor, through his banking depart- 
ment, determines whether or not it is in that kind of a condition. 

Senator Monry. Would you require an act of the bank, something 
to happen to show that it was failing, or would it be sufficient if, in 
his opinion, it was in a shaky condition ? 

Mr. Hamiuron. In such instance we have to depend upon the judg- 
ment of the department. The occasion that brought this about was 
the failure of what was known as the American Bank in Chicago and 
the Stensland Bank in Chicago. They were both state institutions; 
and considerable newspaper notoriety sprang up in connection with 
the failure of those banks, owing to the fact that under the old law as 
it existed in the State it was necessary for the state auditor. to give 
thirty days’ notice before he took charge of such an institution. The 
result: was that some parties went out and bought up a few claims 
against the institutions, and applied for a receiver to be appointed; 
and there was a contest as to who the receiver should be, etc. There 
was quite a loss there in the assets of their institution in the way that 
that business was wound up which could have been obviated if the 
auditor had had proper authority; and it seems to me there is a bare 
possibility that such a condition may exist in the national banking 
law. That is the idea in my mind. 

Senator Money. The auditor, then, was to proceed upon a newspa- 
per report of the failing condition of the bank, was he? 

Mr. Hamirton. No; he has his examiners, and proceeds upon what 
examination and inside information he has. He is not governed by 
the public’s opinion, of course. 
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__ Senator Monry. He would be prompted to send an examiner there, 
_ though, by a newspaper report that the bank was in bad condition ? 
Mr. Haminton. The examiner himself reported the bank in bad 
_ condition; but he had not any authority there to take charge. 

Senator Monnry. That is what I was trying to get at. What moved 
the auditor to take charge? On what state of things could he take 
. charge? 

Mr. Hamunton. He found from the report made by his examiner 
a bad condition, but he had no authority under the state law to take 
- charge without thirty days’ notice to the organization. 
oe I think this as to another question that has come up before you gen- — 
_ tlemen: While it is probably not part of this act, yet I think you 
: s should be very careful about eeducne the size of your gold certifi- 


. Be nations they are nes to get into the pockets of the individuals, 
7 and be hard to get back where they belong, as reserve for the depouie 
~ and credits of your national institutions. 
_ I donot know of anything else to be said except this: It has been 
- my experience in connection with legislation that officers in charge of 
' banking departments in many instances aim to escape individual 
_ responsibility by having legislative enactment. We all aim to escape 
= responsibility in our own institutions by throwing responsibilities on 
 drectors, etc. I believe that the best course to pursue, if you will per- 
- mit me to suggest it, is to keep legislation down to the minimum and 
let the officers assume their responsibilities. 
= Senator Trtier. That is correct. 
. Mr. Haminron. And I want to say this, as one of the members of 
_ the federal legislative committee of the American Bankers’ Associ- 
4 ation: That we are pleased to meet with you gentlemen; we are 
_ pleased to cooperate with you as far as possible in any measure that 
- has for its object the good of the country, and we realize that all legis- 
~ lation must of necessity be more or less of a compromise. And if you 
see fit to intrust us with any prospective legislation, we shall be free 
to criticise it in a friendly manner, and hope that we can all get 
together and work to one common end. 


STATEMENT OF MR. J. A. McCORD, VICE-PRESIDENT OF THE THIRD 
NATIONAL BANK OF ATLANTA, GA. 


~ ‘Mr. McCorv. Mr. Chairman and gentlemen, I think this subject 
- has been pretty freely and thoroughly discussed, and there is no use 
in traveling over the same ground again. I fully concur with the 
~ gentlemen who have preceded me. I think that we have thrashed out 
a good many of these questions along the right line, and I can not 
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see any special need of any enormous amount of legislation. I think 
a little more regard for the duties of a bank officer and director and a 


little better exercise of authority on the part of the Comptroller of | 


the Currency will bring about needed reforms without having to put 
them in the statutes. 

There are a few points on which I might disagree with the other 
gentlemen who have spoken here. I come from a section of the coun- 
try that has but very few reserve cities. All of the gentlemen who 


have preceded me, except Mr. Hamilton, are from central reserve — 


cities and reserve cities of the United States. I come froma city that 
is not a reserve city, and what might apply very satisfactorily to the 
central reserve cities and the reserve cities of the United States would 
not naturally apply to the interior banks. 

On the question of loans to the officers and directors of banks, T 
must dissent from or disagree with the gentlemen who have preceded 
me, for this reason: In the small country towns of 5,000 or 10,000 


inhabitants, or 1,000 or 2,000 inhabitants, the very best men in the i] 


community are, or should be, the bank officers. They are engaged 
in other lines of business, and the position they occupy with the bank 
will not justify them in giving their whole time and attention to the 
management of those small institutions. They have to do something 
else for a livelihood. They take a nominal salary to act as president 
of the bank, and go once a day, or something like that, to see that the 
cashier is discharging his duty properly. But if you put upon them 


the onus that they can not borrow at their own institutions, on good — 


collateral, you are driving them from the efficient position they ought 
to hold in those small banks. That is my view of the matter. Kon 
gentlemen, of course, gan have yours; but that is mine. 

Senator Money. Let me ask you this question right there, Mr. Me- 
Cord: How would it do to have a division line? 

Mr. McCorp. Senator, I was just going to suggest one idea and 
submit that, and probably you and TI will agree on it. T have been 
chairman of the legislative committee of the Georgia Bankers’ As- 
sociation for ten years. I succeeded in 1907 in getting a bank act 
passed which carried with it this idea relative to loans to officers and 
directors: That the loans made to officers and directors must be well 
secured, and must be voted upon by the board of directors, and must 
be so stated in the minutes of the meeting passing upon the same. 
That is going a long way toward curing the defect. It is in the right 
line. 

The great trouble with the national system heretofore has been 
that no due regard has been given to that particular matter. Our 
incoming comptroller is looking the matter up all right. and he is 
getting on the right line. But I believe, gentlemen, that an officer of 
a bank in one of those small towns who receives only a nominal sal- 
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ary should not be barred from borrowing at his own institution, pro- 
vided he puts up collateral that is s satisfactory to the board of direct- 
__ ors—hbecause he has other business or means of livelihood besides the 
_ presidency of that bank. The bank can not pay him a salary which 
will justify him in giving up all of his business and staying at that 
one institution. If an officer or director should have to go to another 
bank to borrow, naturally the other bank would expect the deposits 
of such officer or director to compensate it for the reasonable rate of 
interest they would grant. It would bring a reflection on the bank — 
to have its directors deposit elsewhere. 

The great trouble that has come, in my opinion, is the result of al- 
lowing the officer to whom the loan is made to have control 
of the securities as well as of his loan, and “swapping” securities. 
If any enactment is made at all, it should stipulate that there 
should be a signed statement, either in the minutes or otherwise, 
showing what security is put up for the loan. I think if you will 
trace the matter down in the comptroller’s department you will find 
that the trouble has arisen from the fact that the officer had posses- 
sion of his collateral, and was allowed to switch his collateral, or 
probably something of that kind. I think that has caused a good 
deal of this trouble. 

Another feature is the damage that has arisen from excess loans. 
With my predecessors here we appeared before the House Committee 
on Banking and Currency, of which several of you gentlemen are 
members, and we thrashed out pretty thoroughly that matter about 
10 per cent of the capital as limit to loans. The old law was so far 
out of the way, -as compared with what it ought to be, that it was 
disregarded by the banks and by the department. For that reason 
there was absolutely no attention paid to it, and banks were permitted 
to get into the hands of certain institutions that used all of their 
funds, or nearly all. When we appeared before the Banking and 
Currency Committee of the House we assured them that if they would 
get this law passed it would diversify the loans; it would have the 
effect of dividing out those loans and changing the results, and that 
has been true. I think that if you will make the investigation you 
will find that these losses that have come to the public so generally 
have been where the loans were made prior to the new law, and that 
the new law, with the rigid rule of the department holding loans down 
to 10 per cent of the capital and 10 per cent of the surplus, is not 
affecting the condition of the bank, and the bank is not suffering from 
any losses from that direction. I think the whole thing is cured now 
if you will just give the new law an opportunity to work out these 
surpluses of loans that were in existence at the time the new law went 
into effect. 


172 NATIONAL MONETARY COMMISSION. 


If you will excuse me, I want to take up the subject in a general 
way, because I shall not undertake to handle all of the points, but 
just a few of which I have made a memorandum. 

The other point is as to the $5 bills, and why there is such an 
enormous demand for this small currency. It so happens that the 
appropriations for the Treasury Department are always exhausted 
just about the time it becomes necessary to have crop-moving money 
in the South and the West; and for that reason the old system or 
practice of paying express charges on silver is discontinued at the 
very time that it would prove beneficial to those sections. That has 
brought about the enormous demand for those small bills. They 
used to deposit New York exchange with the subtreasury in New 
York, telegraph their correspondent there, and the New Orleans sub- 
treasury was ordered to ship the silver out all through the South to 
pay for the cotton. Now that is not done, because the Treasury De- 
partment has not the funds to pay the express charges; and the 
express company charges such enormous rates on the shipments that 
the banks themselves do not do it. 

The Cuatrman. Which kind of currency do you prefer ? 

Mr. McCorp. I- think that the silver certificates and national 
bank bills in the small amounts are ES 8 for this class of busi- 
ness. 

The CuHairman. I mean do you prefer the silver dollars or the 
silver certificates ? 

Mr. McCorp. Our people Ne ctae the silver certificates, a great many 
of them. They used to want the silver dollars; but now they are 
taking the silver certificates in preference. 

Mr. Werxs. Mr. McCord, if the people want the silver dollars, and 
there is not any appropriation to pay the expressage, why do you not 
pay it yourself? 

Mr. McCorp. It amounts to $4 a thousand; and the express charges 
on the silver certificates are 60 or 75 cents a thousand, which is quite 
a difference. 

Mr. Burenss. It is $3.40 difference. 

Mr. McCorp. Yes; $3.40 a thousand difference. For that reason 
the banks of the South have quit shipping the silver dollars. I have 
actually loaned money to banks in the interior, and when they pre- 
sented a statement to me I have said: “ Why, you have enough money 
on hand not to be borrowing money. What do you want to borrow 
money for?” “ Well,” they said, “ that represents silver dollars, and 
we can not use them; we can not utilize them; we can not pay them 
out.” I said: “ Why don’t you ship them in?” “ Why,” they say, 
“it costs us $4 a thousand to ship them in.” I said: “ The interest 
for this period that you propose to borrow from me about eats up your 
shipping charge. Suppose you try it on. Of course, I would like to 
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= loan you the money.” But, gentlemen, what I was after was this: I 
3 was after getting rid of the enormous shipment back and forth from 


__ the Treasury every year as it had occurred with us. I was trying to 
get rid of the actual burden of taking care of their silver to the ex- 
tent of shipping $40,000 or $50,000 a month, in my own experience, 


- into the Treasury, that comes to us from our country banks. Now, 


that is practically done away with; and to supply that demand these 


} 4 _ one and two dollar silver certificates and the smaller bank notes are 
___ being used for the handling of the crops. If you gentlemen could 


see fit to make this change—I am not here to suggest legislation; I am 
simply stating my view of it—if you would increase the amount 


_ that may be outstanding in $5 bills to 50 per cent, and then ~ 


permit all of the national banks with $100,000 capital or less to take 


___ the entire amount in $5 notes, you would go a long way toward meet- 
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_ ing the popular demand that is made upon the banks of the country. 


Senator Monny. Do you mean to take the whole of their circu- 
lating notes in $5 bills? 

Mr. McCorp. Those with $100,000 capitalization. 

Senator Monry. To take all of their circulating notes in these 
bills? 

Mr. McCorp. Yes, sir; in $5 bills, if they so desire. My reasons 
for that are these: Under the present law, if you require the $20 or 
$10 or $50 silver certificates to be shipped in in order to get ones» 
and twos, you put upon the bank the burden of paying the express 
charges in and the express charges out on that particular currency; 
whereas if you were to permit them to issue $5 bank notes up to 
$100,000, the country banks, the small banks in the interior towns, 
would increase their circulation when the crop-moving period came, 
and would take the direct shipment from the Treasury to them at the 
rate of 60 cents a thousand of their own bills, and do away with such 
an enormous drain made upon the Treasury Department for the 
silver certificates. 

Senator Monny. Mr. McCord, what is the objection to that plan? 

Mr. McCorp. To what plan? 

Senator Monry. To allowing the national banks with small capital, 
say under $100,000, to take out all of their circulating notes in $5 bills, 

Mr. McCorp. I do not know that there is any objection to it. 

Senator Money. I thought probably you had heard of some. 

Mr. McCorp. I can readily see, with your chairman, why it is wise 


to restrict the amount of national-bank notes in certain denominations, 


I can see that. It keeps the silver certificates circulating in the peo- 
ple’s hands. It prevents an enormous withdrawal of gold, should it 
ever occur at any one time, to go to Europe; and that is a very good 
reason for putting some limit on the amount of national-bank notes 
that may be issued in the small amounts. 
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Senator Monry. But will not the people need all of these ? 
Mr. McCorp. I do not think they will need them all. I think if 
these little changes that I suggest should be made, if you will give the 
banks of $100,000 capital and less the right to issue all 

Mr. Burcess. Or even $50,000 ? 

Mr. McCorp. Fifty thousand dollars would not reach it, I think, 
sir. 

Mr. Burcess. You think not? 

Mr. McCorp. I think not. 

Mr. Paperrr. Just at that point, is it not a fact that many of the 
smaller banks only have plates issued for the smaller denominations, 
* and decline to issue the full amount because they do not want to pay 
for plates for the larger amounts that they can not use? 

Mr. McCorp. That is true, sir. The smaller bank, gentlemen, does 
not have the opportunities of revenue that the larger banks in the 
cities have, that have the larger deposits. The smaller banks have to 
depend largely upon their own capitalization for their earnings. The 
city banks depend largely upon their deposits, and can afford expenses 
that the country banks can not. For that reason, as Mr. Padgett 
suggests, they will not take out the other plates. It is an additional 
expense to them; and in that view of it, that is the reason. 

The Cuairman. How much circulation have you, Mr. McCord? 

Mr. McCorp. We have $250,000, sir. 

The Cuarrman. How many $5 bills have you? 

Mr. McCorp. We take the one-third. 

The Cuarrman. You take the full amount you are allowed ? 

Mr. McCorp. Yes, sir; we take the full amount. We have a capi- 
taliaztion of $500,000, a surplus of $500,000, and undivided profits 
of about $100,000—somewhere near there. 

The Cuairman. You have a good bank. é 

Mr. McCorp. Yes, sir. We took out $250,000 circulation. We will 
not take out any more at the present prices of the bonds. I believe 
that any circulation taken out with bonds at 104 would be a loss to 
the institution. 

Mr. Weeks. What do you suppose would happen, Mr. McCord, if 
Congress failed to make an appropriation for the transportation of 
silver? 

Mr. McCorv. What do I suppose would happen? 

Mr. Werks. Yes. 

Mr. McCorv. Why, it would go on just as it has been doing. 

Mr. Bonynexr. That did happen at the last session. 

Mr. McCorp. It did happen. 

The Cuarrman. We have not made an appropriation for this pur- 
pose for the last two or three years. 

Mr. McCorp. It has already happened. 
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Mr. Bonynes. I think last year was the first year. 

Mr. McCorp. No; year before last. 

Mr. Paneerr. That has been the case for two years, according to my 
recollection. 

. Mr. McCorp. I am not suggesting the appropriation, gentlemen. It 
"floods us with the silver, you know. 

Mr. Burerss. But the people want some kind of small’ money just 
' the same. 

Mr. McCorp. Yes. 

Senator Trtiter. You did not have so much of this trouble until 


Mr. McCorp. No; that is true, Senator; that is true. 

Mr. Buregss. There is no doubt about that. 

Mr. Swinney. Will you allow me to ask Mr. McCord one question, 
gentlemen ? 

_ ‘The Cuarrman. Certainly. 

— Mr. Swryney. Is it not a fact that from the movement of the crop 
_ until about the 1st of January you are short of these bills? 

Mr. McCorp. That is true. 

Mr: Swiyney. After that time you do not know what to do with 

»- them? 
4 Mr. McCorp. That is right; I agree with you thoroughly, sir. 

Mr. Swinney. That is our experience. 

Mr. McCorp. But you are compensated to a certain extent by the 
fact that your credits move to the centers, and you ship in the cur- 
- rency at a nominal rate of, say, 60 cents; and your premiums on New 
— York largely cover that. 

The Cuarrman. You turn over the trouble to somebody else ? 

Mr. McCorp. Yes; we turn over the trouble to somebody else. 

Senator Tetiter. What do you do when you do not need these 

small bills? What disposition do you make of them? 

aa Mr. McCorp. We send them to Cincinnati, the nearest subtreasury 
& to us. 

Senator Trtter. You send them to the subtreasury ? 

Mr. McCorp. Yes, sir. 

Senator Trrier. And get other money for them? 


a Mr. McCorp. No: we take credit with our reserve account in Cin- 
 einnati. 
E Senator Trevier. Oh, yes. 
3 Mr. McCorp. I do not know what the subtreasury pays to the First 
3 National Bank of Cincinnati, who are our reserve agents at that 


point. I do not know what they pay them; but we take credit with 
our reserve agents, and they get paid from the Government. 

Senator Tretter. In other words, you utilize the money ? 

Mr. McCorp. Oh, yes; we utilize the money. 


* 
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In regard to the impairment of the capital of banks, I think the | 


Georgia law, recently passed, is very good along this line. 
As to the publication of shareholders, I disagree on that point, gen- 
tlemen, with my brethren. I have no objection whatever to any men 


knowing our shareholders. We will send that list to the department 


here once a year on the first Monday in July of each year, and it must 
be sent on that date, and it is sent on that date. I would be perfectly 
willing, and think it would be all right. to require the officers of the 
bank, upon the request of any depositor, to show their list of share- 
holders and the number of shares each one held. But I disagree with 
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the publication for this reason: It creates an undue stock market in — 


your stocks, and it leads some other bank to begin to thump at your 
shareholders to try to get the business; and I think that is going a 


little bit too far in the protection of the depositor. I think the de- | 


positor can be protected along other lines. as has been stated here, in 
various ways, better than to take that extreme measure of publishing 
the list of shareholders. A good many do it openly, and that is all 
right. I am perfectly willing for any man to see ours—any creditor 
of the bank, any depositor, or any man who wants to be a depositor. 

Mr. Puso. Any creditor or depositor has that right now. 

Mr, McCorp. Yes; any creditor or depositor has that right now. 

Mr. Puso. Under the law of our State. 

Mr. McCorp. He has a right now under the law. 

Mr. Pugo. And he can get a mandamus on the officers of the bank 
if he is denied it? 

Mr. McCorp. Yes, sir. 

Mr. Burton. Do not your state taxing laws require publication of 
the list of stockholders? 

Mr. McCorp. No, sir. The officer of the bank, either the presi- 
dent or the vice-president or the cashier, makes the returns for the 
entire capitalization, and the taxes are paid by the officer for the en- 
tire capitalization. 

Mr. Burron. That is true very generally; but in many of the States 
there is a complete list published of the holdings, and the em 
valuation of each. 

Mr. McCorp. Yes; that is true. 

Mr. Werxs. To whom does he make that return, Mr. McCord 2 

Mr. McCorp. He makes it to the county tax assessor or to the tax 
receiver. He makes that return to them. 

Mr. Puso. Our state law is the same way. 

Mr. McCorp. We are allowed to deduct whatever we may have in 
an office building or realty, where we pay a tax direct on the realty. 
Our law requires that—that realty shall be returned regardless of who 
holds it; and we then have that as a credit. 
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_ As to the grouping of the small banks and the larger banks, and so 
on, I noticed in the comptroller’s statement that he read yesterday 
that some bank examiners get $2,000 or $2,500 a year and others get 


“$10,000 or $15,000; but he said that with their assistants it brought 


their compensation down to about $10,000. I can readily understand 
that that is fair. There is no reason why we should object to that. 
But here is the position that this law puts us in: We, for instance, are 
a bank of $1,000,000 capital and surplus, $100,000 undivided 
profits and a deposit account of a little over $3,000,000 in a territory 
with a lot of small banks. The examiner that comes to us, unless he 


has a very wide range of territory, can not get a compensation that 


will justify the appointment of a man to handle the affairs of an in- 
stitution the size of ours. The man of $2,000 salary can handle the 
small bank very well, because its business is purely loans to the farm- 
ers or to the merchants, and there is not much in it except that. But 
when he has to take that territory and depend upon that for his sal- 
ary, and examine us, too, he must be a man thoroughly versed in such 
matters in order to handle the larger institution. I think that if you 
go to the salary system it would be a very dangerous proposition. But 
I agree with the gentlemen who have preceded me that the present 
fee system, augmented by an assessment upon the total, assets of an 
institution as to the time required or in accordance with the volume 
of the business, would be a very nice way, indeed, to handle that 
matter. 

Mr. Bonynee. Why do you say it would be dangerous to go to the 
salary system? I have noticed that all of the bankers to-day have 
opposed it, and I have been somewhat surprised by their view of that 
matter. 

Mr. McCorp. There are various reasons. One is that if you under- 
take to set up here in the Treasury Department or in this particular 
department salaried officers you would never reach the point where 
you would give a salary to a man that would be just both to the 
depositors and to the Government in managing the banks in New 
York City and Chicago and St. Louis and similar cities. 

Mr. Bonyncr. Then your theory is that the salaries we would fix 
for such examiners would not be adequate, and that we would not get 
the best men ? 

Mr. McCorp. You would not get the best men, so far as that is 
concerned. 

Mr. Bonyner. Is that the only objection? 

Mr. McCorp. That is one of the objections. Another objection is 
this: If a man is put on a salary and has a stipend in that kind of a 
department, where he is his own boss, and runs around, you are not 
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going to get any better results—in fact, I do not believe you are going 
to get as good results as you do to-day. 

Mr. Burron. Is not that counterbalanced by the danger that he will 
slight a bank which should have an elaborate and lengthy examina- 
tion ? 

Mr. McCorp. Yes. 

Mr. Burron. Does not that counterbalance that disadvantage 
under the fee system ? 

Mr. McCorp. Oh, no, no; I think not, for this reason: ae is pat a 
salary, and he goes to that institution, and he gives it a “ wipe” and 
goes on. He comes to another institution that is run pretty well, and 
he will take just about as much time in that as he did in the other. So 
the Government does not get good results, and neither does the 
depositor. 

Mr. Papgzrr. Let me ask you the same question from another view- 
point: Is it any element in reaching that conclusion that in fixing 
salaries you would increase the aggregate amount to ke raised by con- 
tribution from the banks, and that the agg eregate charge upon the 
banks would be much greater? 

Mr. McCorp. The aggregate charge, Mr. Padgett, would be 
greater—why? Because the man would not cover so much territory. 

Mr. Pancerr. I say it would. Is that an element that enters into 
the consideration of opposing salaries? 

Mr. McCorp. Yes; that is one of the elements that enters in. For 
instance, the man who now examines Georgia has Georgia, Alabama, 
Florida, and Tennessee in his district. 

Mr. Paneerr. Yes. , 

Mr. McCorp. He is spread all over that territory, and it is just 
“hump and go.” from one place to another. 

Senator Terrier. Does he examine all the banks in those States? 

Mr. McCorp. All the national banks. 

Senator Terrier. I mean, all the national banks? 

Mr. McCorp. Yes, sir. Georgia has 89 national banks, and she 
has a total of 595 banks altogether. The state banks number 492, 
and the others are private banks. 

Mr. Bonyncz. How many national banks are there in your district 
that the examiner has to examine? 

Mr. McCorn. I do not know. The comptroller’s report, no doubt, 
would show that. 

Mr. Bonynes. I thought Sos you remembered. 

Mr. McCorp. No. 

Senator Harz. You say one examiner makes all of these examina- 
tions ? 

Mr. McCorp. Yes, sir. 
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Senator Harz. How many visitations does he make? 

Mr. McCorp. Twice a year. That is, the law presumes that it is 
twice a year; but it is about once every seven or eight months. 

Senator Hatz. He can not spend much time at each bank, then. 

Mr. McCorv. Why not? He only has 89 banks in Georgia. 

Senator Hatz. But he has four States. 

Mr. McCorp. We have 89 in Georgia, and a very few in Florida. 

Mr. Papncerr. But the question that presented itself to my mind 
was this: An examiner now gets $20 for making an examination on 
the fee system; and under the salary system, because of the addi- 
tional time that he would take, in order to make up that salary the 
assessment would have to be raised, say, to $50, and the bank would 
contribute $50 per examination instead of twenty, as now. I asked 
whether that was an element that entered into the opposition of the 
banks to the salary system ? 

Mr. McCorp. Yes. Now, there is one other point (I do not want 
to weary you, gentlemen; I am trying to get through as quickly as I 
can): My institution was the first bank, I believe, to be examined 
after the comptroller’s new rules about calling the directors together 
went into effect. 

The CHatrmMan. There are 39 banks in Florida, 76 in Alabama, 
and 30 in Mississippi. 

Senator Money. Mississippi is not in his terr itory. 

Mr. Bonynoz. What States are in your territory ? 

The Cuatrman. There are 87 in Tennessee. 

Senator Hatz. There are 89 in Georgia, he said. 

Mr. McCorp. I think it is 89. 

The CHatrman. No; 95. 

Mr. McCorp. Well, there are some new ones that have been trans- 
ferred from State charters. 

The Cuarrman. Then there are 2 in Savannah—97 in all. 

Mr. Burczss. What States are in your district? 

Mr. McCorp. What States? I never went into that, but it is my 
impression (and I believe I am right) that it is Tennessee, Alabama, 
Georgia, and Florida. 

Senator Haxe. There are 250 banks to be examined by one man. 

The CHairman. Covering this immense territory. He can not 
do it. 

Senator Hatz. Yes; 250 banks in this immense territory. That is 
almost one to every working day of the year. 

Senator Trier. There are 299 banks, all told. 

Senator Harz. That is still worse, then. 

Mr. McCorp. The possibility is, gentlemen—I am not saying this 
as an absolute fact, but Alabama may not be in the territory. I can 
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not say absolutely, but it is my impression that it is. I know that 
the man from your State (addressing Mr. Padgett, of Tennessee) 
does the examining for us, and I know he goes to Florida. 

Mr. Burcrss. A man fold not physically cover that territory in 
one year’, making one visitation, to save his life. 

The Cuatrman. Probably not. 

- Senator Harn. He can not do it. 

Mr. Burgess. No. 

Mr. McCorp. He is a good one, gentlemen. 

Mr. Bonyner. Has the same examiner been examining your bank 
for a number of years? 

Mr. McCorp. No; he has not. We had Mr. George R. De’Saussure 
who is now the vice-president of the Barnette National Bank of 
Jacksonville, Fla., for some two or three years. We then had a Mr. 
McDonald, who has been intrusted by the Government with the re- 
ceivership of banks, for which he is particularly fitted. We then had 
an examiner from North Carolina, who took Mr. McDonald’s ter- 
ritory when he was handling receiverships. Now we have Mr. Arm- 
strong. 

Senator Hate. How much time does he spend at your bank ? 

Mr. McCorp. About two days. 

Senator Hatz. Two days to each visitation ? 

Mr. McCorp. Yes, sir. 

Senator Hatz. And he makes two visitations a year? 

Mr. McCorp. He can not get through under two days. 

Senator Harz. That is four days in a year? 

Mr. McCorp. Yes, sir; four days in a year. 

Senator Hatz. How does he get around to those 250-odd banks? 

Mr. McCorp. They take it this way (this is stated by the comp- 
troller here) : They map out a list of visitations, and take Atlanta, 
say, as a basis or center, and they will go up to a country town and 
drop back to another one, and take in probably two banks in a day, in 
the case of the smaller banks. -Then they will drop out another 
way and take in two or three banks in one day that way. We never 
know when they are coming by rotation for this reason, that they 
might take the Atlanta National Bank, which is here, and: then go 
aa. and be gone a month, and drop back and take us. But they make 
Atlanta the center of their visitations. 

Mr. Bonyneg. Do you know how much the examiner in your terri- 
tory receives? 

Mr. McCorn. I think, sir, that he gets a total of about $4,800, which 
must cover all of his expenses and his salary. 

Mr. Bonynecr. You have no doubt that if we were ta fix salaries 
we would fix a salary that would be adequate for your territory ? 
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Mr. McCorp. Oh, I think you would fix a salary that would be 
adequate for our territory; yes. 

Mr. Bonynexz. So that it was not the fact that you feared that the 
salary would not be adequate for the examiner in your territory that 
controlled you in opposing this suggestion ? e 

Mr. McCorp. Not at all. 

Mr. Bonynez. Was the controlling element with you the fact that 
it would result in an additional expense to your bank? . 

Mr. McCorp. Well, no; I did not object to that. I am speaking 
to you as a member of the federal legislative committee of the Ameri- 
can Bankers’ Association, taking in all of the territory. 

Mr. Bonynez. The whole country? 

Mr. McCorp. Yes, sir. In my individual case I do not think I 
would be affected, or but very little affected. In the case of our bank, 
the directors meet once every week. They are paid for their meet- 
ings. Every loan made is read out to them and is approved; or, if 
any director desires, he dissents, and the dissent is so recorded. Then 
we have an auditor employed by the board of directors, who comes 
into the bank at his own will, without the knowledge of the officers, 
and makes up two complete examinations each year. He and the 
national-bank examiner endeavor to stay as far apart as possible. 

The Cuarrman. Is he a chartered accountant ? 

Mr. McCorp. Yes, sir: he is a chartered accountant. . 

Senator Monry. That is in pursuance of a by-law of your bank? 

Mr. McCorp. Yes, sir; our directors do that. That man makes a 
complete list of the condition of the bank, and shows a list to the 
directory of all lines of credit in the bank in excess of $5,000. 

Senator Tretter. How much time does he take, as a rule? 

Mr. McCorp. He takes about a week to make an examination, or 
nearly so; but I can not say that he utilizes all of his time. He 
probably has some other job on hand; and he comes in and works 
half a day or three-quarters of a day, and then goes out, and comes 
back. But he counts his cash without any notice to anybody. That 
is the first thing he does; and then he takes the other things as it 
suits his own convenience. 

I believe, now, that I have handled about all of these matters. 

In regard to impairment of capital, the onus of putting on the 
creditor of a bank the necessity of a suit—I think if there is some 
way to change that, it ought to be done. For instance, a bank with- 
draws from business, and there is some creditor who is not fully 
satisfied. Then, under the law, you put him to the necessity of bear- 
ing the expense of getting his just rights. And I think the comp- 
troller ought to say when a bank is out of business and when it is in 
business, and never ought to turn it loose until it has satisfied all 
creditors, depositors, and everyone else. ) 
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Mr. Bonynex. How would it do, if a bank wanted to go into liqui- 
dation, if it should be compelled to apply to the comptroller (as I 
believe they do now), and, if the comptroller granted the permission, 
that he would put somebody in charge at that time to assist in the 
liquidation ? 

Mr. McCorp. He goes and makes the examination, and stays there 
and sees that they clear up their depositors. 

Mr. Bonynes. He does that now ? 

Mr. McCorp. No; he does not. I know of an institution (I will not 
mention its name, because it is not my province to do it), a little 
national bank in my State, that decided that they would go out of 
the national charter and into the state charter. They got enough 
money to put in to meet the demands of the depositors, and 
declared themselves in liquidation; and it finally developed that the 
cashier had made a guaranty on some loan that had never gone onto 
the bank’s books, and now there is a suit pending on that subject. 
So these questions ought to be determined before things get into that 
state of affairs. 

There is one other point: Several of the gentlemen (two or three 
of them, prior to me) have referred to the matter of the authority 
of the stockholders to say who shall have the new stock, and how 
an increase of stock shall be made, and so on. Each and every one 
of them has referred to it as the present system of two-thirds voting 
for an increase. That is the law, requiring two-thirds to vote for 
an increase. But under the law, unfortunately, it must be sold at 
par unless they all consent to having it sold otherwise. A disastrous 
result would come about there, I think, if you permitted two-thirds to 
say who should have the new stock. One man or one set of men 
might control two-thirds of the stock of the bank. 

Mr. Bonyncr. Pardon me; but I do not think the suggestion was 
made that two-thirds should say who should have the new stock, but 
that the two-thirds should fix the price at which the new stock should 
be given. 

Mr. Burcrss. That was it. 

Mr. McCorp. I thought that referred to the matter of consolida- 
tion. 

Mr. Bonynex. I did not so understand it. 

Mr. Bourerss. I did not so understand it, either. 

Mr. Puso. It was the majority to consolidate and the two-thirds to 
fix the price at which the stock should be sold. 

Mr. Bonynex. That is it—of those now entitled to it. 

Mr. McCorp. That is in regard to the consolidation. Now, that 
possibly might work a hardship unless two-thirds of the shareholders 
in person should agree, because one man might own two-thirds of the 
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stock in this bank and have another institution that he wanted to 
consolidate, and would use his power to consolidate the two insti- 
tutions. 

I thank you, gentlemen, for listening to me. 

The Cuarrman. Mr. McCord, I have received a letter from the 
Georgia Bankers’ Association saying that they had appointed a com- 
mittee to cooperate with us, of which Mr. Bloodworth was the chair- 
man. 


Mr. McCorp. Yes, sir; Mr. Bloodworth, of the National Bank of 
Savannah. 

The Cuarrman. I suppose you are a member of that association ? 

Mr. McCorp. Yes, sir; I am a member of that association. 

The Cuairman. They say they would like to be heard, presumably 
on the questions we are now discussing. 

Mr. McCorp. I presume so, sir; I donot know. 

The Cuairman. We will communicate with them. 

Mr. McCorp. Yes, sir. 

One other thought that entered my mind—and I will close with 
this, pardon me for mentioning it—was this: The Georgia law which 
our association got passed the last time requires the directors to have 
at least four meetings a year. At two of these meetings, once each 

-six months, they must go over all of the assets of the institution, 
charge off all losses, make a written statement in the minutes, and 
transmit a copy of that statement to the state bank examiner. 


STATEMENT OF MR. W. V. COX, PRESIDENT OF THE SECOND 
NATIONAL BANK, WASHINGTON, D. C. 


The Cusirman. Mr. Cox, have you anything that you would like 
to say to us? 

Mr. Cox. Senator, I have nothing especial to say. Living in 
Washington, I am with you always. But the points that have been 
brought out I indorse very thoroughly. I do not think we want to 
have a wholesale amendment of the national banking law. Of course 
it might be very desirable for administrative purposes to make cer- 
tain changes that have been suggested; but as a rule the measure, 
with one or two modifications, can be made practical. 

As statements have been given here this afternoon about the work- 
ings of different banks, I might say this in regard to the Second 
National Bank, of which I am president—that we have a finance 
committee that passes upon all of our discounts, and that examines 
the bank twice a year, the time of the examination being between the 
visits of the examiner from the comptroller’s office. They are in 
touch with every feature of the bank. They really, I might say, run 
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the bank. The officers consult them on all questions excepting those’ 


that have been settled on other occasions. In fact, the ideal bank, as 
depicted yesterday by the comptroller, was the Second National 
Bank. [Laughter. | 

I have nothing else to say, gentlemen. 

The Cuarrman. That, I think, will close our hearings for the 
time being. 


(After the transaction of some routine business the commission 
adjourned to meet at the call of the chairman.) 
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